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I. 

Q. 
A. 

Q. 

A. 

Q. 

A. 

Q. 
A. 

11. 

Q. 

A. 

INTRODUCTION, PURPOSE AND SUMMARY OF TESTIMONY. 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Steven Soriano. My business address is 9532 E. Riggs Road, Sun Lakes, 

Arizona 85248. 

ARE YOU THE SAME STEVEN SORIANO WHO FILED DIRECT 

TESTIMONY I N  THIS PROCEEDING? 

Yes. 

HAS ANYTHING CHANGED WITH RESPECT TO YOUR EMPLOYMENT 

OR RESPONSIBILITIES? 

No. I am still employed as a Vice-president for Robson Communities, Inc. 

(“Robson”), and I hold the titles of Vice-president and Assistant Secretary for the 

Applicant, Quail Creek Water Company, Inc. (“QCW’ or “Company”). 

HAVE YOU REVIEWED THE SURREBUTTAL FILING MADE BY STAFF? 

Yes. 

REJOINDER TO SURREBUTTAL TESTIMONY OF JAMES R. 
ARMSTRONG. 

A. Robson Utilities Business Model. 

WOULD YOU SUMMARIZE THE BUSINESS MODEL USED BY THE 

ROBSON UTILITIES? 

Each of our utilities is a separate legal entity that stands alone from a financial and 

ratemaking perspective. The stockholders of each utility have a lot of commonality 

with each other and the other utilities in the Robson family of companies, but each 

ownership is unique and each utility is financially independent from the other 

affiliates. There are no parenthbsidiary relationships and one entity does not own 

any other entity. 
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Q. 
A. 

Q. 
A. 

There is also common operation, administration and management. By sharing 

operating personnel all of the utilities, including QCW, enjoy economies of scale 

that otherwise would not be available. Additional efficiency is obtained by using 

Robson affiliates to provide certain services to the utilities. Robson Communities, 

Inc., my employer, provides accounting and administrative services to the utilities, 

including QC W. Other Robson affiliates provide construction and project 

management for the utilities. In the case of QCW, Robson Ranch Quail Creek, LLC 

performs this function. 

WHY ARE THE UTILITIES MANAGED AND OPERATED IN THIS WAY? 

The primary reason is to use shared services to provide a broader range of services 

to the utilities by achieving economies of scale. This model allows the utilities to 

maintain relatively small operating staffs and rely on larger, more sophisticated 

affiliated entities to provide services that the individual utilities could not afford to 

provide for themselves. The end result is that administrative and management costs 

are lower than they otherwise would be. Additionally, the utilities are able to plan, 

design and construct needed utility plant without incurring the cost and overhead of 

employing project managers, engineers and personnel that would otherwise be 

required and increase the cost. 

HAS THIS MODEL BEEN SUCCESSFUL? 

I believe it has. QCW and its affiliates provide high-quality, reliable service to their 

customers. The plant facilities are well planned, properly constructed, meet 

regulatory requirements and serve their respective communities in a reliable manner. 

The rates authorized for the companies, including QCW, have been relatively stable 

over time and tend to be on the lower end of water rates for comparable communities. 
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Q. 

A. 

Q* 

A. 

B. Reioinder to Mr. Armstrong. 

WHAT WAS YOUR OVERALL REACTION TO MR. ARMSTRONG’S 

TESTIMONY REGARDING QCW’S ACCOUNTING PRACTICES? 

I was taken aback by the testimony. I have been the General Manger of the Robson 

utilities since 2010. In that time, as I discussed in my direct testimony in this case, 

I have begun the process of bringing each of the utilities under the Robson umbrella 

into the Commission for rate cases. I have engaged consultants experienced in utility 

regulation in Arizona to review and provide advice on various aspects of our 

operations and to assist with these rate cases. QCW is the third company to seek rate 

relief.’ 

Based on the 20 1 1 case for Pima Utility Company (“Pima”) and the 20 13 case 

for Lago Del Oro Water Company (“Lago”), I understood Staff to be generally 

satisfied with our operations. My philosophy is to manage the utilities in an effective 

manner that meets the expectations of our regulators, and based on the Pima and 

Lago cases, I believed everything was generally in good working order. This is why 

I was quite surprised at the nature and tenor of Mr. Armstrong’s testimony and the 

recommendations it contains. 

THANK YOU, MR. SORIANO. WOULD YOU PLEASE ADDRESS THE 

DISUPTE OVER WELL 16, WHICH DISPUTE APPEARS TO UNDERLIE 

THE ALLEGATIONS AND RECOMMENDATIONS MADE BY STAFF IN 

THIS RATE CASE? 

Yes. Well 16 was an existing well acquired by Robson Ranch Quail Creek, LLC 

(“RRQC”) when it purchased the Quail Creek development. The well was 

designated as a source of supply for potable water to be developed by QCW and to 

See Direct Testimony of Steven Soriano at 3:22 - 4:2. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

be used to provide water utility service. Consistent with our business model, RRQC 

undertook rehabilitation and development of the well on QCW’s behalf. The well 

project was completed in 2006, connected to the QCW water system, and QCW took 

over operation of the well. Unfortunately, the well did not perform in an acceptable 

manner due to excessive sand production and we were forced to remove it from 

service in 2009. 

WHAT WAS THE RELATIONSHIP BETWEEN QCW AND RRQC WITH 

RESPECT TO WELL 16? 

QCW does not employ project managers, engineers or other personnel necessary to 

develop a well. Instead, QCW relies on RRQC to construct plant improvements, 

such as the rehabilitation of Well 16 on its behalf. RRQC provides these services at 

cost without any profit or markup. 

DID RRQC RECEIVE ANY DIRECT BENEIFT FROM THE WELL? 

No. As explained in Mr. Jones’s rebuttal testimony, the well was never utilized by 

RRQC or any other Robson affiliate. The well was rehabilitated and constructed by 

RRQC for the exclusive use of QCW in the provision of potable water service.2 

It just didn’t work out as hoped. 

DID QCW PAY FOR WELL 16 ON A DEFERRED BASIS? 

Yes, it did. The well was paid for in 2011 and the asset was recorded on QCW’s 

books at that time. As mentioned earlier, I took over management of the utilities in 

2010 and discovered that it had been our practice for utilities to pay for assets 

transferred from constructing affiliates when the funds became available, rather than 

when the assets were placed into service. During the Lago case I contracted with 

Mr. Jones to review our utilities and determine which ones needed rate cases. 

See Rebuttal Testimony of Ray L. Jones at 3-4. 
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Q. 

A. 

Q* 

A. 

With this data in hand, I have been able to put a plan in place to discontinue the 

practice of deferred payment for assets and instead allow the utilities, on a going 

forward basis, to make payment for assets at the time they are placed into service. 

In QCW’s case, I was able to raise the capital, and the last of the deferred payment 

assets was paid for in 20 1 1. 

SO DEFERRED ASSET PAYMENTS ARE NOT SOMETHING THE 

COMMISSION SHOULD BE CONCERNED ABOUT ON A GOING 

FORWARD BASIS? 

No, this practice has been discontinued with the last of the deferred payments being 

made in September 2014. As of September 2014 it is the practice of all of our 

utilities, including QCW, to record the acquisition of all assets constructed by an 

affiliate on an accrual basis during the year that construction is completed and they 

are placed into service. Full payment to the constructing affiliate will be made within 

12 months of recording the asset. The utilities expect to use a combination of 

retained earnings, additional paid in capital from shareholders, and, to the extent 

approved by the Commission, new debt to fund the plant additions. 

WILL THIS BE AN ONGOING ISSUE FOR THE COMMISSION FOR 

THOSE UTILITIES THAT HAVE NOT YET FILED FOR NEW RATES 

SINCE YOU TOOK OVER MANAGEMENT? 

No. While the remaining utilities have recorded some deferred asset entries on their 

books, they have discontinued this practice as of September 20 14. In order to remove 

this as an issue in future rate cases for those companies, before the end of this year, 

those companies will book adjustments to accumulated depreciation consistent with 

the adjustments approved in the Lago case and proposed in this case. Once those 

adjustments are made, those utilities’ books and plant records will be exactly the 

same as if the plant transactions had been recorded at the time the plant was placed 
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Q* 

A. 

Q. 
A. 

into service. This will eliminate the issue from future rate cases. 

DID QCW OR ANY OF THE ROBSON AFFILIATES BENEFIT FROM THIS 

ARRANGMENT AT RATEPAYERS’ EXPENSE? 

Not in any way of which I am aware. In fact, the nonutility affiliates essentially 

subsidized service to our utility customers by paying for plant and waiting for several 

years to get the money back. I understand that Staff doesn’t like this model, but that 

should not be because our customers have ever been harmed. Nor will they be in the 

future. 

DOES THIS CONCLUDE YOUR REJOINDER TESTIMONY? 

Yes. 
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I. 

Q* 
A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 
A. 

11. 

Q. 
A. 

INTRODUCTION, PURPOSE AND SUMMARY OF TESTIMONY. 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Ray L. Jones, P.E. My business address is 18835 North Thompson 

Peak Parkway, Suite 215, Scottsdale, Arizona 85255. 

ARE YOU THE SAME RAY L. JONES THAT FILED DIRECT AND 

REBUTTAL TESTIMONIES IN THIS PROCEEDING? 

Yes. 

HAS ANYTHING CHANGED WITH RESPECT TO YOUR EMPLOYMENT 

OR RESPONSIBILITIES? 

No. I am still owner and principal of ARICOR Water Solutions LC, and Executive 

Director of the Water Utilities Association of Arizona, and I am testifying on behalf 

of the Applicant Quail Creek Water Company, Inc. (“QCw” or “Company”). 

HAVE YOU REVIEWED THE SURREBUTTAL FILING MADE BY 

STAFF? 

Yes. 

WHAT WILL YOU ADDRESS IN THIS REJOINDER TESTIMONY? 

I will address Staffs recommended treatment of the costs associated with Well 16. 

I will also respond to Staff3 allegations concerning QCW’s accounting and 

recording practices and Staffs associated recommendations. 

REJOINDER TO SURREBUTTAL TESTIMONY OF JOHN A. CASSIDY. 

HAS STAFF CHANGED ITS POSITION REGARDING WELL 16 COSTS? 

Unfortunately, no. Staff disregards the clear and plain language of the NARUC 

System of Accounts and continues to recommend that all costs incurred by the 

Company for the construction of Well 16 be ignored for ratemaking purposes. 

1 
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Q. 

A. 

Q. 

A. 

CAN YOU SUMMARIZE STAFF’S POSITION ON THE WELL 16 COSTS 

AS EXPRESSED IN ITS SURREBUTTAL TESTIMONY? 

Staffs surrebuttal testimony on the Well No. 16 issue boils down to two basic 

arguments: 

1. Because Well 16 was only “marginally operationally useful” the cost 

should have remained in NARUC Account 105, Construction Work 

in Progress (CWIP), and never been transferred to NARUC Plant 

Account 307. According to Mr. Cassidy, these costs are not eligible 

to be included in rate base; and 

The NARUC System of Accounts is not controlling because it applies 

only to regulated utilities, not unregulated affiliates. However, the 

NARUC Guidelines for Cost Allocations and Affiliate Transactions 

(Guidelines) are controlling. 

2. 

WHAT IS YOUR RESPONSE TO STAFF’S FIRST SURREBUTTAL 

ARGUMENT - THE WELL 16 COSTS SHOULD HAVE REMAINED IN 

CWIP? 

I disagree. 

First, Well 16 was placed into service. As I stated in my rebuttal testimony 

“the water was pumped into the Company’s water distribution system, delivered to 

and paid for by its customers. The well was most certainly in service.”’ 

Second, NARUC Account 105 establishes that plant accounted for in CWIP 

is “utility plant in process of construction but not ready for service.”2 Staff ignores 

this plain language and instead uses phrases like “very short in-service life” to 

Rebuttal Testimony of Ray L. Jones (“Jones Rb.”) at 1 1 : 19-20. 
Surrebuttal Testimony of John A. Cassidy (Revenue Requirement and Rate Design) 

(“Cassidy Sb.”), Attachment 1. 
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justify its conclusion that Well 16 “was not really in-~ervice.”~ Again, however, as 

I testified in rebuttal, “QCW took possession of Well 16 upon issuance of new 

Source Approval by Pima County. The well was connected to the system and 

available for use by QCW at any time.”4 In other words, the “process of 

construction” was complete and the well was “ready for service.” QCW’s decision 

to record the cost of Well 16 in a plant in service account was proper. 

Lastly, and perhaps most significantly, the inclusion of Well 16 costs in 

Account 307 is not contingent upon or in any way limited by the “in-service status” 

of the well. I have no idea where Staff came up with that idea, but NARUC is clear - 

Account 307 includes the cost of “wells, casings and appurtenances, including the 

cost of test wells and nonproductive wells drilled as part of a project resulting in a 

source of water within the same supply area.”5 

Simply put, NARUC recognizes the complexity and difficulty of developing 

a well-based water supply and allows for the cost of failed wells to be included in 

rate base. Staffs position that Well 16 costs should be disallowed because the 

construction process was not fully completed or because the well was not in service 

for a sufficiently long period of time is contrary to both the plain language of the 

NARUC System of Accounts and the obvious intent of the rule. 

So, in summary, Well 16 was most certainly placed into service. 

Furthermore, whether or not Well 16 was placed into service, the plain language of 

the NARUC System of Accounts allows the cost of Well 16 - a nonproductive well 

- to be included in Account 307. Staffs attempts to thwart the applicable NARUC 

Cassidy Sb. at 3:3. 
Jones Rb. at 11:12-14. 
NARUC, Uniform System of Accounts for Class A Water Utilities, p. 101 (emphasis 

added). 
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Q. 

A. 

Q* 

A. 

allowance for the costs of a well that turned out to be non-productive should be 

disregarded. 

BUT WHAT ABOUT STAFF’S CLAIM THAT THE UNIFORM SYSTEM 

OF ACCOUNTS IS NOT CONTROLLING BECAUSE IT ONLY APPLIES 

TO REGULATED UTILITIES? 

This argument is based on Staffs misleading description of the nature of the 

relationship between QCW and its affiliate. The costs in question are costs incurred 

by a regulated utility to find new water supply, recorded on the books of a regulated 

utility and presented by a regulated utility in a rate case filed with the Commission. 

This is not about recovery of costs residing on the books of the unregulated affiliate, 

nor is QCW arguing directly or implying that the NARUC System of Accounts 

applies to QCW’s non-regulated affiliate or that recovery of any costs in this case is 

dependent upon the NARUC System of Accounts being applicable to QCW’s non- 

regulated affiliate. 

WHY DOES QCW USE AN AFFILIATE TO CONSTRUCT PLANT, SUCH 

AS WELL 16? 

Mr. Soriano addresses the use of affiliated entities to pay for and construct plant, 

for QCW and all of the affiliated utilities in the Robson family of companies, in his 

rejoinder testimony.6 In summary, QCW uses an affiliate because the affiliate can 

complete the projects more efficiently and at a lower cost to the Company and its 

customers than QCW could itself. As I testified in my rebuttal, the arrangement 

between QCW and its affiliate allows QCW to design and construct water utility 

plant without incurring the cost of directly employing project managers, engineers, 

or accounting personnel that otherwise would be necessary. Instead, an affiliate, 

Rejoinder Testimony of Steven Soriano (“Soriano Rj.”) at 2. 
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Q* 

A. 

Q. 

A. 

with extensive experience in construction and possessing substantial resources, 

performs the work on an as needed basis at the actual cost, no profit or m a r k ~ p . ~  

SO IS STAFF CORRECT THAT, UNDER THIS ARRANGMENT, THE 

RISK THAT PLANT WILL NOT BE INCLUDED IN RATE BASE IS ON 

THE AFFILIATE DURING CONSTRUCTION? 

No, absolutely not. That testimony is directly contrary to how business works in 

the real world. The affiliate assumes traditional contractor risk, such as labor issues, 

defective materials and equipment, defective construction and damage during 

construction. But, QCW, as owner of the assets, retains the risks of ownership, 

which in the case of well drilling and rehabilitation includes all risk associated with 

nonperformance of the well itself. 

IN YOUR EXPERIENCE, IS IT NORMAL THAT THE OWNER TAKES 

THE RISK OF WELL NONPERFORMANCE? 

Yes it is. I have been involved in numerous well drilling and rehabilitation projects 

during my 30 plus year career in the Arizona utility business. In each instance, the 

owner of the well took the risk of a nonperforming or failed well. I have never seen 

the risk of a failed well placed on a contracted hydrogeologist, design engineer, 

drilling contractor or other entity contracted with the owner during the well 

construction process. This is because the owner of the well is the only entity that 

will receive a long-term benefit from the well that is of sufficient value to justify 

taking the risk of well failure. The profit a contractor makes on the cost of 

construction is not and cannot be sufficient to allow a contractor to absorb the 

financial risk of a nonperforming well. 

Jones Rb. at 8:18-23. 
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Q. 

A. 

Q. 

A. 

This is certainly the case here. QCW’s affiliate does not receive any profit, 

administrative mark-up or other benefit from the well, so there is simply no basis 

for Staff to put the risk of a nonperforming well on the affiliate. 

IN THE ABSENCE OF A WRITTEN AGREEMENT, ISN’T STAFF 

CORRECT THOUGH IN ASSUMING THAT THE AFFILIATE BORE THE 

RISK RELATED TO THE NONPERFORMACE OF WELL 16? 

No, such speculation is simply counter to business reality and common sense. 

As explained above, risk taken must be in relation to benefit received or the parties, 

affiliated or not, will not undertake the transaction in the first place. In my 

experience, the lack of a written contract does not change the fundamental basis of 

contractual arrangements, nor require one party to accept risk that is clearly 

disproportionate to the benefit received. With all due respect, the argument that 

QCW’s affiliate took the utility’s risk of a non-productive well is really just 

ridiculous. 

THANK YOU, MR. JONES. TURNING BACK TO NARUC, WHAT ABOUT 

STAFF’S ARGUMENT THAT THE “GUIDELINES” ARE 

CONTROLLING? 

To begin with, Staff admits in surrebuttal that the Guidelines are not “rules” as 

represented in Staff’s direct filing.’ Nevertheless, Staff continues to claim that the 

Guidelines are controlling because the NARUC System of Accounts applies only to 

regulated utilities.’ In other words, Staff is arguing first, that QCW cannot follow 

the NARUC System of Accounts provision that includes the cost of non-productive 

wells because QCW’s affiliate drilled and paid for the well, and second, that the 

’ See Direct Testimony of John A. Cassidy (“Cassidy Dt.”) at 15:l-4; Cassidy Sb. at 4:13- 
21. 
’ Cassidy Sb. at 4:21-22. 
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Q. 

A. 

Guidelines, a supplementary document to the NARUC System of Accounts, apply 

and preclude recovery by QCW. This sort of strained reasoning by Staff to avoid 

allowing recovery of the cost of the non-productive well should fail. The NARUC 

System of Accounts is always the controlling document regarding accounting for a 

regulated utility. And once Staffs bar to recovery under NARUC - the fact that the 

affiliate built and paid for the plant - is removed, there is no basis whatsoever for a 

guidance document to somehow supersede the NARUC System of Accounts. 

BUT THE GUIDELINES ARE SUPPOSED TO PROVIDE GUIDANCE. 

ARE THEY APPLICABLE TO THIS CASE? 

The Guidelines were designed to help prevent cross-subsidization by energy utility 

customers of unregulated business activities by energy utility affiliates. 

Specifically, the Guidelines Staff relies upon were developed pursuant to a 

NARUC resolution passed in 1998 entitled “Resolution Regarding Cost Allocation 

for the Energy Industry” and were prepared without any involvement from the water 

industry. The Guidelines themselves state the purpose: 

The following Guidelines for Cost Allocations and Affiliate 
Transactions (Guidelines) are intended to provide guidance to 
jurisdictional regulatory authorities and regulated utilities and their 
affiliates in the development of procedures and recording of 
transactions for services and products between a regulated entity and 
affiliates. The revailing premise of these Guidelines is that allocation 

or products by regulated entities unless authorized by the 
jurisdictional regulatory authority. These Guidelines are not intended 
to be rules or regulations rescribing how cost allocations and affiliate 
transactions are to be andled. They are intended to provide a 
framework for regulated entities and regulatory authorities in the 
develo ment of their own olicies and procedures for cost allocations 

methods shou P d not result in subsidization of non-regulated services 

and af P iliated transactions. ?O 

lo NARUC, Guidelines For Cost Allocations And Affiliate Transactions, p. 1 (emphasis 
added). 
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Q. 

A. 

Q. 

A. 

Clearly, the Guidelines were prepared to address cost allocations between 

gas and electric utilities and their unregulated subsidiaries. I am not certain they 

were ever intended to be or are applicable to the water industry, and they most 

certainly were not intended to supersede the NARUC System of Accounts for water 

utilities. 

OKAY, FAIR ENOUGH, BUT THE GUIDELINES STILL RELATE TO 

AFFIILATE TRANSACTIONS AND WE DO HAVE SUCH 

TRANSACTIONS PRESENT IN THIS CASE, CORRECT? 

Yes, there is an affiliate transaction underlying the disputed Well 16 costs, so if we 

were to turn to the Guidelines for some insight as to how that transaction should be 

looked at in a regulatory setting, we find that the prevailing premise of the 

Guidelines is that allocation methods “should not result in subsidization. ” 

Accordingly, to the extent the Guidelines are applicable to the water industry, 

the appropriate regulatory investigation is one of cost and subsidization. In other 

words, does the transaction recorded on the regulated utilities books result in 

subsidization of the unregulated affiliate? 

THAT’S A GOOD QUESTION, MR. JONES. WOULD YOU GO AHEAD 

AND ANSWER IT PLEASE? 

The answer is that the subject transaction - the funding and construction of Well 16 

by the affiliate and subsequent, albeit delayed, reimbursement of the actual cost by 

QCW - did not result in any subsidization of the business of an unregulated affiliate 

by QCW’s ratepayers. Well 16, productive or not, is of no value to QCW’s affiliate. 

The Company’s testimony that its affiliate constructed Well 16 at actual cost 

without applying any overhead or markup is uncontroverted. Staff has provided no 

evidence of subsidization or other harm to the ratepayers. Staff has not even alleged 

that subsidization occurred. Since there is no subsidization of the utility’s affiliate, 
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111. 

Q. 

A. 

Q. 

A. 

the underlying transaction is not in any way contrary to the Guidelines. 

The Guidelines, whether applicable to water utilities or not, should have no further 

impact on the ratemaking consideration of the cost associated with the affiliate 

transaction. They should certainly not be used as means of denying the recovery on 

and of reasonable and prudent investment, which seems to be precisely what Staff 

is trying to do with the Guidelines in this rate case. 

REJOINDER TO SURREBUTTAL TESTIMONY OF JAMES R. 
ARMSTRONG. 

A. QCW Accounting and Financial Reporting. 

HAVE YOU READ MR. ARMSTONG’S TESTIMONY REGARDING 

QCW’S ACCOUNTING AND FINANCIAL REPORTING PRACTICES? 

Yes, I have read Mr. Armstrong’s surrebuttal testimony. He did not file direct 

testimony in this rate case. 

WHAT IS YOUR OVERALL REACTION TO MR. ARMSTRONG’S 

TESTIMONY? 

Frankly, I am puzzled. I have been working with the Robson family of utilities since 

2010, and in that time have assisted with rate case filings for QCW affiliates - 

Pima Utility Company (“Pima”) in 201 1 and Lago Del Oro Water Company 

(“Lago”) in 20 13. I have found the Robson family of utilities to be well-managed 

utilities that provide reliable service to generally satisfied customers. I believed Staff 

to have the same impression of the utility companies. 

In those previous cases, as is typical, Staff recommended various rate base 

and income statement adjustments, and the companies and Staff addressed those 

proposed adjustments in their respective testimonies. This was all done in a very 

non-controversial manner, with the Staff, and Pima and Lago, ultimately coming to 

agreement on most items. Staff did not raise concerns about the manner in which 
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Q. 

A. 

Q. 

A. 

the Robson utilities were using affiliates to fund and construct plant or the underlying 

recording and reporting practices used by a QCW affiliate. In fact, I have reviewed 

rate case files for QCW and its affiliates going back decades and this seems to be the 

first time Staff has ever expressed a concern over the Company’s accounting 

practices. There is nothing new about the accounting and reporting in this case to 

justify Staffs shift from decades of silence to recommending the sort of punitive 

measures in Staffs surrebuttal filing in this case. 

WHAT IS YOUR OPINION OF THE ACCOUNTING AND REPORTING 

PRACTICES USED BY QCW AND THE OTHER AFFILIATED UTILITIES? 

QCW, like Pima and Lago and the several other affiliated utilities operating in 

Arizona, uses a sophisticated enterprise-wide accounting system that records 

transactions with a high level of detail. The professional accounting staff are able to 

provide detail and support for transactions that would be unavailable for companies 

using less sophisticated accounting systems. Overall, it is my opinion based on my 

over 30 years of experience with utilities regulated by the Commission, that the 

Robson utilities accounting records generally and the QC W accounting records 

specifically are quite good, meeting or exceeding industry norms. 

WERE YOU REQUIRED TO UNDERTAKE ANY INAPPROPRIATE OR 

EXTRAORDINARY MEASURES TO HELP PREPARE THIS CASE FOR 

FILING? 

No. As I explained in my direct testimony, in preparing this case I conducted a 

detailed review of QCW’s fixed asset and related accounting records. I performed 

similar reviews in the previous cases for Pima and Lago. In all cases, I found the 

records to be generally in good order and compliance with the NARUC System of 

Accounts. The entries were generally complete with detailed descriptions and 

suitable backup documentation. 
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Q. 

A. 

Q- 

A. 

There were a few items that needed attention and I prepared schedules and 

adjustments for filing with the rate case to deal with those items. The adjustments 

to the various plant accounts, accumulated depreciation balances, CIAC balances 

and AIAC balances made in this case are typical of those routinely made in rate 

cases. It is my observation that when a utility filing a rate case does not conduct 

such a review, Commission Staff will do its own review and recommend the same 

types of adjustments. QCW’s goal in authorizing me to review fixed asset and 

related accounting records was to insure that the Company filed the “cleanest” rate 

case possible that resulted in the smallest amount of work for Staff. 

BUT, MR. JONES, DIDN’T YOU ACKNOWLEDGE THAT THE ROBSON 

UTILITIES HAVE HAD ACCOUNTING ISSUES? 

No, I did not. Mr. Armstrong claims I did and references page 8, lines 4 to 6 of my 

rebuttal testimony. l 1  Speaking of the cost allocation and affiliate transaction model 

used by QCW and its affiliates, I testified that the “arrangement is well vetted over 

an extended period of time.”12 My point was simply that over many years there 

haven’t been any accounting issues raised with the cost allocation and affiliate 

transaction model. This is hardly an agreement with Staffs position that there are 

“accounting issues,” a position with which I strongly disagree. 

IN YOUR OPINION, HAS QCW FOLLOWED THE NARUC SYSTEM OF 

ACCOUNTS IN AN ACCEPTABLE MANNER? 

Yes. QCW follows the NARUC System of Accounts, and QCW keeps its accounts 

and records so as to be able to furnish accurately and expeditiously statements of all 

transactions with associated companies. 

I 1  Surrebuttal Testimony of James R. Armstrong (“Armstrong Sb.”) at 4: 19-2 1. 
l2  Jones Rb. at 8:4-5. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

WAS QCW ABLE TO PROVIDE, IN A TIMELY MANNER, THE 

INFORMATION REQUESTED BY STAFF IN SUPPORT OF AFFILIATE 

TRANSACTIONS? 

Yes. The Company provided all requested information in a timely manner. 

The provided records included, from both QCW and affiliates, general ledger detail, 

job cost reports, check requests, check copies, and various other supporting 

documentation. To my knowledge, Staff received everything they requested in order 

to conduct their work. 

WHAT ABOUT QCW’S RECORDING OF CERTAIN ITEMS OF PLANT 

ON A DEFERRED BASIS? 

QCW did record some plant constructed by its affiliate on a deferred basis. 

The recording of the plant was deferred until the point in time that QCW paid the 

affiliate for the plant rather than recoding the plant at the time it was placed into 

service. It is this deferred recording of plant that seems to be at the core of Staffs 

accounting concerns. As Mr. Soriano explains in his rejoinder testimony, beginning 

in 20 1 1, the Robson utility affiliates began implementation of a plan to eliminate the 

practice of recording and paying for assets on a deferred basis. By the end of 2014, 

recording and payment for all assets previously deferred was completed. Recording 

and purchasing assets on a deferred basis is not indicative of the manner in which 

QCW and its affiliates record plant transactions today. l3 

WAS STAFF MADE AWARE OF THE DEFERRED TRANSACTIONS IN 

THIS CASE? 

Yes. The deferred transactions were discussed at length in my direct testimony. 

In addition to disclosing the transactions, we explained that QCW made adjustments 

l3 Soriano Rj. at 5. 
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Q. 

A. 

Q. 
A. 

Q. 
A. 

consistent with the adjustments agreed to by Staff and the Company and approved 

by the Commission in the recent Lago rate case where nearly identical deferred 

transactions were in place. l 4  The net result of the adjustments is that the Company’s 

books and records are exactly the same as if the plant transactions would have been 

recorded at the time the plant was placed into service. 

HAS STAFF CHALLENGED THE COMPANY’S PROPOSED 

TREATEMENT OF THESE DEFERRED TRANSACTIONS? 

With the exception of the dispute over the Well 16 costs, Staff has accepted the 

Company’s proposed adjustments. 

WHAT IS DIFFERENT ABOUT WELL 16? 

Nothing, except that Staff and the Company disagree about whether costs for Well 16 

should be included in the Company’s rate base. 

IS THE DISPUTE AN ACCOUNTING ISSUE? 

No it is not. If the well were currently in service, I have no doubt that Staff would 

treat Well 16 exactly the same as the other assets recorded on a deferred basis, in this 

case and past cases involving affiliates. Instead, it appears to me that Staff doesn’t 

believe the cost of a non-productive well should be in rate base despite the plain 

language of the NARUC System of Accounts. 

As I stated earlier, Mr. Armstrong’s testimony is puzzling to me. There is 

nothing different in the Company’s accounting practices in this case than in the case 

of its affiliate Lago. In the Lago case, the issue of deferred plant purchases was 

addressed in a cooperative way. I thought all parties involved understood that the 

practice was in the process of being discontinued, but that it would need to be 

addressed again in the future as other cases cleaned up the past recording of deferred 

l 4  Direct Testimony of Ray L. Jones at 9-13. 
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Q. 

A. 

Q. 

A. 

plant. Mr. Armstrong was the head of the Finance section in that case too, so 1 

assume he is aware of this history and in agreement with the resolution put in place 

in the Lago case. I just do not understand why now, after successful resolution ol 

the Lago case and at this late stage in this case, Mr. Armstrong presents this new line 

of testimony. 

Perhaps there is a misunderstanding, but it seems that in this case, instead of 

arguing its position on Well 16 costs in a straightforward manner, Staff has created 

a red herring with an extensive discussion of resolved accounting issues related to 

discontinued practices. I think Staffs position is a solution looking for a problem. 

The only question that the Commission should be concerned with is whether or not 

the NARUC System of Accounts allows the cost of nonproductive Well 16 to be 

included in rate base. When the Company recorded the transaction with its affiliate 

is irrelevant as are the remaining supposed QCW accounting issues arising from 

Mr. Armstrong’s surrebuttal testimony. 

B. Staff Recommendations Revardinv QCW’s Accountinv and Recording; 
Practices. 

HOW DO YOU RESPOND TO THE RECOMMENDATIONS MADE BY 

MR. ARMSTRONG TO INCORPORATE VARIOUS DIRECTIVES 

RELATED TO THE COMPANY’S ACCOUNTING PRACTICES INTO THE 

DECISION IN THIS CASE? 

In my opinion, these directives are entirely unnecessary, punitive in nature, and 

unsupported by the facts in this case. 

WHAT IS YOUR SPECIFIC RESPONSE TO DIRECTIVE NO. 1 

REGARDING WRITTEN CONTRACTS? 

This recommendation is duplicative of the recommendation made by Mr. Cassidy in 

his testimonies. The Company has addressed the recommendation in response to 
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Q. 
A. 

Q. 

A. 

Mr. Cassidy and already agreed to enter into a written contract with its affiliate in 

the future. There is no need to address it further.15 

WHAT ABOUT THE RECOMMENDATION FOR A CODE OF CONDUCT? 

This recommendation is not supported by the facts in this case and unnecessary. 

It appears that Staff is asking QCW to essentially adopt Global Water’s Code of 

Conduct. My understanding is that the Global Water Code of Conduct resulted from 

extensive disagreements between Staff, Global Water and numerous interveners 

regarding a new and nontraditional business model deployed by Global Water. 

Global Water was under severe financial stress that threatened Global Water’s ability 

to provide basic service to customers. The Code of Conduct was agreed to in 

settlement negotiations where presumably the parties were able to reach some level 

of understanding regarding what the Code of Conduct would contain. None of these 

facts are present in this case. The Global Water Code of Conduct is not a one size 

fits all solution for all companies, is not acceptable to QCW, and Staffs 

recommendation to just enforce one like it upon QCW, subject to the content being 

“acceptable in all respects to Staff,”16 should be rejected. 

WHAT ABOUT THE RECOMMENDATION THAT THE COMPANY’S 2015 

ANNUAL REPORT REFLECT PROPER ACCRUAL ACCOUNTING AND 

BE ACCOMPANIED BY AN EXPLANATORY ATTACHMENT? 

This is also unnecessary. The Company’s books and records have always been done 

on an accrual basis. Presumably, this requirement is intended to address the deferred 

recording of plant. However, as stated by the Company and as shown in 

Mr. Armstrong’s Exhibit (Staff Surrebuttal 1)’ this practice ended in 201 1 for QCW. 

l5 Jones Rb. at 13:7-8 (“QCW will enter into a written contract with its affiliate governing 
the design and construction of utility plant facilities.”). 
l 6  Armstrong Sb. at 12:5. 
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Q. 

A. 

Q. 

A. 

Upon issuance of the Decision in this case, as a routine matter, the Company will 

record the adjustments approved by the Commission on its books and report the 

updated balances on the 2015 Annual Report to the Commission. No additional 

directive from the Commission is required. As for an explanation of the adjustments 

made, the decision in this case should fully explain the adjustments adopted. To the 

extent Staff requires anything further in the way of explanation or clarification, 

the Company is always willing to cooperatively work with Staff and provide needed 

documentation. 

WHAT IS YOUR RESPONSE TO MR. ARMSTONG’S FINAL 

RECOMMENDATION REGARDING SPECIAL ACCOUNTING 

REQUIREMENTS FOR FUTURE EARLY PLANT RETIREMENTS? 

First, the recommendation is confusing and I don’t think I really understand what is 

expected. It is also unnecessary and apparently punitive. 

WHY DO YOU CONSIDER THE RECOMMENDATION UNNECESSARY? 

As far as I am aware, there has been exactly one instance in the entire history of 

QCW and its affiliates where a material “early” retirement has occurred. 

That instance is Well 16. This is why I characterized these recommendations as a 

solution looking for a problem. This recommendation will provide nothing of use to 

the Commission that is not already available to the Commission. As evidenced in 

this case, the Company’s current accounting system tracks each asset in extensive 

detail separately from all other assets. There were no questions Staff asked about 

Well 16 that the Company was unable to answer in detail. The Company’s current 

accounting system makes all necessary information available for Staff and the 

Commission to decide in the context of a rate case if the retirement of any specific 

asset warrants treatment under Accounting Instruction 27 H. 
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Q. 
A. 

WHAT DO YOU FIND CONFUSING ABOUT THE RECOMMENDATION? 

Staffs recommendation requires the Company to conduct some sort of analysis each 

time it records a retirement as to whether or not it should create a “potential” 

regulatory asset. Apparently, this “potential” regulatory asset could be created when 

an asset is retired prior to reaching 75 percent or its original estimate useful life, 

as defined by the depreciation rate authorized for the particular asset, if the retirement 

resulted in a reduction of the depreciation reserve of the asset class by more than 

25 percent. The creation of the “potential” regulatory asset appears to be subject to 

an undefined burden of proof for the Company to explain why such early retirements 

occurred. Lastly, the creation of the “potential” regulatory asset would be subject to 

Staffs recommendations in a future rate case based upon a specific evaluation of the 

evidence presented. 

I find this recommendation extremely confusing. I do not know what Staff 

means by a “potential” regulatory asset and I am unsure as to what the Company 

would actually need to do in terms of record keeping and accounting to implement 

the recommendation to the satisfaction of Staff. Additionally, in the end, the 

outcome is no different than in this case. At the time of some future rate case, the 

Company would presumably present its “potential” regulatory assets resulting from 

an early retirement and recommend some sort of treatment of the asset for 

ratemaking purposes. Staff would presumably either agree with the Company or 

make an alternative recommendation. Ultimately the Commission would adopt a 

decision either creating an actual regulatory asset or recording a normal retirement. 

If a regulatory asset is created, the Commission would decide how to amortize the 

asset and whether such amortization would be included in the Company’s revenue 

requirement. It should be obvious that the recommendation by Mr. Armstrong is 

unworkable and will not benefit the ratemaking process. 
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Q. 

Q- 
A. 

DO YOU HAVE ANY OTHER CONCERNS WITH THIS 

RECOMMENDATION? 

Yes. The recommendation does not appear to fully recognize the impact of the broad 

group method of depreciating assets used by the Company. Under the broad grour 

method, groups of assets with varying individual asset lives are assigned a 

depreciation rate for the group; there is no depreciation rate assigned to a particular 

asset. The Company would be unable to determine if a specific asset had reached 

75 percent of its estimated useful life since there is no depreciation rate for each 

specific asset. 

Mr. Armstrong also makes reference to the Commission’s reviewing and 

ultimately approving a plan that “could ultimately amortize (and thus remove) the 

impacts associated with the early retirement from the books of the utility, instead of 

leaving this early retirement impact stranded forever within the utility’s accumulated 

depreciation reserve balan~e.”’~ Under the broad group method of depreciation, 

retirement of an asset simply reduces the accumulated depreciation balance for the 

group as a whole. The remaining group would continue to depreciate and the 

accumulated depreciation balance for the group would grow and decrease rate base. 

No impact of a retirement, no matter how large or how early, is ever stranded. This is 

just another reason why these pointless and perplexing recommendations should be 

rejected. 

DOES THIS CONCLUDE YOUR REJOINDER TESTIMONY? 

Yes. 

l7  Armstrong Sb. at 13:15-18. 
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I. 

Q* 
A. 

Q* 
A. 

Q. 

A. 

Q. 
A. 

Q. 
A. 

11. 

Q- 

A. 

INTRODUCTION, PURPOSE AND SUMMARY OF TESTIMONY. 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive: 

Phoenix, Arizona 85029. 

ON WHOSE BEHALF ARE YOU TESTIFYING I N  THIS PROCEEDING? 

I am testifying on behalf of the Applicant Quail Creek Water Company, Inc. 

(“QCW’ or “Company”). 

ARE YOU THE SAME THOMAS J. BOURASSA THAT FILED DIRECT 

AND REBUTTAL TESTIMONIES IN THIS PROCEEDING? 

Yes. 

HAVE YOU REVIEWED THE SURREBUTTAL FILING MADE BY STAFF? 

Yes. 

WHAT IS THE PURPOSE OF THIS REJOINDER TESTIMONY? 

To respond to Staffs surrebuttal testimony filed on July 1, 2015 in this rate case. 

More specifically, this first volume of my rejoinder testimony relates to rate base, 

income statement and rate design for QCW. In a second, separate volume of my 

rejoinder testimony, I present an update to the Company’s requested cost of capital 

as well as provide responses to Staffs surrebuttal testimony on the cost of capital, 

the rate of return applied to the fair value rate base, and the determination of 

operating income. 

SUMMARY OF THE COMPANY’S REJOINDER POSITION. 

WHAT REVENUE INCREASE IS QCW PROPOSING I N  ITS REJOINDER 

FILING? 

The Company proposes a total revenue requirement of $1,247,640, which constitutes 

an increase in revenues of $402,921, or 47.70 percent over adjusted test year 

revenues. This is the same as the Company’s rebuttal revenue requirement. 
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SHAPIRO LAW FIRh 
A PROFESSIONAL CORPORATIC 

Q. 

A. 

111. 

Q. 

A. 

Q* 

A. 

HOW DOES THE COMPANY’S REQUEST COMPARE TO STAFF’S 

RECOMMENDATIONS AT THIS STAGE OF THE PROCEEDING? 

The proposed revenue requirements and proposed rate increases are as follows: 

Revenue Requirement Revenue Incr. ‘3’0 Increase 

Staff-Surrebuttal $1,128,014 $283,295 33.54% 

QCW-Rejoinder $1,247,640 $402,92 1 47.70% 

The difference between QCW and Staff on the revenue requirement is due 

almost entirely to the different rate base recommendations, depreciation expense, 

and recommended rate of return. In addition, the Company and Staff disagree on 

Staffs various recommendations for accounting and other Commission-directives. 

Mr. Jones also addresses these latter issues in his rejoinder testimony. 

RATE BASE. 

WOULD YOU PLEASE IDENTIFY THE PARTIES’ RESPECTIVE RATE 

BASE RECOMMENDATIONS? 

Yes, at this stage of the proceeding the rate bases proposed by QCW and Staff are as 

follows: 

OCRB FVRB 

Staff- Surrebuttal $ 3,196,580 $ 3,196,580 

QC W-Rej oinder $ 3,674,950 $ 3,674,950 

IS THE COMPANY PROPOSING ANY ADDITIONAL ADJUSTMENTS TO 

RATE BASE AT THIS STAGE OF THE PROCEEDING? 

No. The Company’s proposed adjustments to the rate base were discussed in my 

direct and rebuttal testimonies. The adjustments to OCRB are detailed on Rejoinder 

Schedules B-2, pages 3 through 5. Rejoinder Schedule B-2, pages 1 and 2, 

summarize the Company’s proposed adjustments and the rebuttal OCRB. 
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Q. 

A. 

Q. 

A. 

A. PLANT-IN-SERVICE (PIS). 

PLEASE DISCUSS THE DIFFERENCE BETWEEN THE RECOMMENDED 

PIS BALANCES OF QCW AND STAFF. 

The Company recommends a PIS balance of $7,825,043, whereas Staff recommends 

a PIS balance of $7,571,022 - a difference of $254,021. I discussed the reasons for 

these differences in my rebuttal testimony. In summary, the differences are: 

1. Staff does not recognize the capitalization of $507,6532 of costs 

related to Well 16 or the subsequent Well 16 related of $258,2 1 1. As a 

result, the Company’s PIS balance is $249,442 higher than Staffs; 

and 

Staff has not adopted the Company’s proposed correction to PIS of 

$4,590, reflecting a correction to the reported retirements for account 

3 1 1 - Pumping Equipment in 20 1 1 and related to Well 16. As a result, 

the Company’s PIS balance is $4,590 higher than Staffs. 

2. 

DO YOU HAVE A RESPONSE TO THE SURREBUTTAL TESTIMONY OF 

STAFF REGARDING THE WELL 16 COSTS? 

Beyond agreeing with Mr. Jones’ rejoinder testimony, wherein he explains why 

Staffs position is flawed and its recommendations overreaching and unnecessary, 

I would emphasize the following points. 

First, based on the totality of the facts and circumstances regarding Well 16, 

I firmly believe that the National Association of Regulatory Utility Commissioners 

(“NARUC”) Uniform System of Accounts (“USOA”) accounting rules and 

instructions apply. Those rules allow for recovery of the costs of non-productive 

See Rebuttal Testimony of Thomas J. Bourassa (“Bourassa Rb.”) at 4-8. 
Originally $510,209 but the Company and Staff both remove $2,552 of capitalized 

interest. See Bourassa Rb. at 6. 
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SHAPIRO LAW FIRM 
A P R O P E S S E O ~ I L  CORPORATIO 

Q* 

A. 

wells. In my view, Staff is attempting to obfuscate the intent of those rules by 

injecting extraneous NARUC affiliate guidelines, deferral accounting standards, and 

trumped up accusations that QCW’s accounting threatens ratepayers in this case. 

Staff does not and cannot deny that QCW would be in the exact same place today on 

all accounting and recording matters had a non-affiliate company constructed the 

plant. The only difference might be that had a non-affiliate constructed it, the cost 

could have been much higher because a non-affiliate would have charged overhead 

and profit, increasing the cost of the plant. 

HOW CAN THE COMMISSION BE CERTAIN THAT RATEPAYERS ARE 

NOT HARMED BY THE PRACTICES OF QCW AND ITS AFFILIATES? 

A better question is what legitimate reason has Staff given the Commission to raise 

such concerns? The answer is none. Ratepayers have never subsidized the affiliate 

through the plant transactions with QCW and were never harmed by the affiliate 

transactions. They have, as I just stated above, benefited through lower cost plant.3 

Further, whether the deferred liabilities were properly recorded in the past or not, 

there is no plant transaction detail that Staff has requested that was not provided. 

There are no open questions about the plant costs that I am aware of, and the 

Company and its affiliates have abandoned the practice of deferring the costs of plant 

built by  affiliate^.^ In my view, Staffs complaints about the proper recording of 

deferred liabilities are much ado about nothing. Staff has been well aware of the 

framework used by QCW and its affiliates and has never complained about the 

accounting of or use of deferred payment for plant in the recent cases for QCW’s 

affiliates, or over the past several decades. 

Bourassa Rb. at 5:lO-19. See also Rebuttal Testimony of Ray L. Jones at 8-9; Rejoinder 

Rejoinder Testimony of Steven Soriano at 4: 19 - 5: 16. 
Testimony of Ray L. Jones at 4:15 - 5:2. 
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Q* 

A. 

In the end, I am forced to agree with Mr. Jones. It certainly appears that Stafi 

simply does not like the fact that NARUC USOA allows for the recovery of the costs 

of non-productive wells and has gone on the offensive to keep this Company from 

that recovery on investment. In a state heavily reliant on groundwater but always 

facing the risk of not finding it, Staffs view leads to a pretty chilling policy message 

from my perspective. I certainly would have to counsel my utility clients that if you 

pay to search for water supplies you better find water no matter what it costs. 

B. ACCUMULATED DEPRECIATION (A/D). 

PLEASE DISCUSS THE DIFFERENCE BETWEEN THE RECOMMENDED 

A/D BALANCES OF QCW AND STAFF. 

The Company recommends an A/D balance of $2,370,517, whereas Staff 

recommends an A/D balance of $2,586,909 - a difference of $216,392. I discussed 

the differences in my rebuttal testimony. In summary, the differences are: 

1. Staff uses a 5.0 percent depreciation rate for the 15 months subsequent 

to the last test year and up to the date of the last decision, whereas the 

Company uses 4.08 percent. The resulting A/D difference is that 

Staffs A/D balance is higher than the Company’s by approximately 

$10,008. 

Staff does not recognize any of the Well 16 costs or the retirement of 

the Well 16 pumping equipment. The resulting difference is that 

Staffs A/D balance is higher than the Company’s by $258,221 related 

to the retirements, and that Staffs A D  balance is lower than the 

Company’s by $45,796 related to costs that were not retired. 

Staff has not recognized the Company’s rebuttal correction to A/D for 

a retirement amount in 20 1 1. As a result Staffs A/D balance is lower 

than the Company’s by $5,058. 

2. 

3. 
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Q. 

A. 

Q* 

A. 

Q* 

A. 

4. Staffs A/D reflects “fully depreciated” vintage year PIS balances 

which results in Staffs A/D balance being lower than the Company’s 

by approximately $984. 

HAS STAFF CORRECTED THE DEPRECIATION RATE FROM 

5.0 PERCENT TO 4.08 PERCENT FOR THE 15 MONTHS SUBSEQUENT 

TO THE PRIOR TEST YEAR AND THROUGH THE DATE OF THE PRIOR 

DECISION? 

No. Staff claims that it continues to rely on the reasons set forth in its direct 

te~timony.~ Staff stated in its direct testimony that it assumed a 5 percent 

depreciation rate because that was the typical depreciation rate being adopted at the 

time, and Staff could not find evidence of the Commission authorizing a depreciation 

rate. 

BUT DIDN’T YOU TESTIFY THAT 4.08 PERCENT WAS USED TO TRUE- 

UP THE A/D BALANCE AT THE END OF THE TEST YEAR IN THE PRIOR 

CASE, AND THAT THE COMMISSION ADOPTED THE A/D BALANCE IN 

ITS DECISION? 

Yes, and I referenced the Staff Report and the decision from the prior case in my 

rebuttal te~t imony.~ It appears Staff could not find the evidence because Staff 

ignored my testimony. 

DID THE COMMISSION SPECIFICALLY STATE AN AUTHORIZED 

DEPRECIATION RATE IN THE PRIOR DECISION? 

No, which is hardly unusual. The Commission doesn’t always specify the adopted 

Surrebuttal Testimony of John A. Cassidy (Revenue Requirement and Rate Design) 

Direct Testimony of John A. Cassidy at 18-19. 
Bourassa Rb. at 10:13-14 & n.19. 

(“Cassidy Sb.”) at 6:5-10. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

depreciation rate(s) and one often has to go back through the record in the prior case 

to find out what depreciation rate(s) was (were) used to true-up A D  through the end 

of the test year. It has always been my experience that if the Commission adopts an 

A/D balance that used a particular depreciation rate through the end of the test year, 

then by default, the Commission has approved the depreciation rate that was used. 

Until now, I have never had a dispute with Staff under similar circumstances so I am 

understandably confused by Staffs unwillingness to acknowledge the evidence in 

this case. 

DO YOU HAVE ANY COMMENT WITH RESPECT TO THE 

DIFFERENCES IN THE A/D BALANCES RELATED TO THE WELL 16 

COSTS AND RETIREMENTS? 

No. I discussed the dispute between Staff and the Company regarding Well 16 

previously on pages 3 and 5. The A/D difference identified above is a direct result 

of this dispute. 

IS THE CORRECTION TO A / D  FOR $5,058 ALSO RELATED TO 

WELL 16? 

Yes. 

DID STAFF PROVIDE ANY TESTIMONY REGARDING THE 

DIFFERENCE IN A/D DUE TO STAFF’S “FULLY DEPRECIATED” 

VINTAGE YEAR PIS BALANCES? 

No. Accordingly, I cannot provide anything in addition to the response I provided 

in my rebuttal testimony.’ 

’ Bourassa Rb. at 12:3-14. 
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Q- 

A. 

Q. 
A. 

Q* 
A. 

IV. 

Q. 

A. 

C. 

PLEASE DISCUSS THE DIFFERENCE BETWEEN THE RECOMMENDED 

ADIT BALANCES OF QCW AND STAFF. 

The Company recommends an ADIT liability balance of $1,063,597, whereas Staff 

recommends an A D  balance of $1,071,664 - a difference of $8,128. Staff admits 

that it should have made an adjustment to ADIT, but asserts the Company did not 

provide Staff with the necessary information.’ 

WHAT ADDITIONAL INFORMATION IS NEEDED BY STAFF? 

I am not sure. Staff never requested any additional information. 

DO YOU BELIEVE ANY ADDITIONAL INFORMATION IS NECESSARY? 

No. The ADIT computation methodology set forth on the Company’s ADIT 

schedule (Rejoinder Schedule B-2, pages 5 and 5.1) provides all the necessary 

information to compute the ADIT balance. The same information has been available 

throughout this proceeding. One needs only to reflect changes to the PIS, CIAC, 

AIAC, and tax balances based upon the party’s recommendations in the case. This is 

how I determined that, based upon the Staffs recommendations, the Staff ADIT 

balance is overstated by $92,000. lo 

INCOME STATEMENT (C SCHEDULES). 

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED 

ADJUSTMENTS TO REVENUES? 

The Company rejoinder adjustments to revenues and/or expenses are detailed on 

Rejoinder Schedule C-2, pages 1-9. The rejoinder income statement with 

ACCUMULATED DEFERRED INCOME TAX (ADIT). 

’ Cassidy Sb. at 6:20-21. 
lo Bourassa Rb. at 13:l-8. 
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Q. 

A. 

V. 

Q. 
A. 

Q. 

A. 

Q. 

A. 

adjustments is summarized on Rejoinder Schedule C- 1 , pages 1-2. The Company is 

not proposing any changes to the adjustments it proposed in its rebuttal testimony. 

ARE THERE AN+Y DISAGREEMENTS WITH STAFF ON 

RECOMMENDED ADJUSTMENTS TO REVENUES AND OR EXPENSES? 

No. Differences in each of the parties' recommended depreciation and amortization 

expense are due to differences in recommended depreciable PIS balances. 

The difference in property tax expense and income tax expense is due to differences 

in the parties' recommended revenues. 

RATE DESIGN (H SCHEDULES). 

A. PROPOSED RATES. 

WHAT ARE QCW'S PROPOSED RATES FOR WATER SERVICE? 

The Company's proposed rates are shown on Rejoinder Schedule H-3, pages 1 and 2. 

WHAT WILL BE THE 5/8X3/4 INCH METERED CUSTOMER AVERAGE 

MONTHLY BILL UNDER THE COMPANY'S REBUTTAL PROPOSED 

RATES? 

As shown on Schedule H-2, page 1, the average monthly bill under proposed rates 

for a 5/8x3/4 inch metered customer using an average 5,725 gallons is $43.33 - 

a $12.30 increase over the present monthly bill or a 39.64 percent increase. 

B. REJOINDER TO STAFF SURREBUTTAL TESTIMONY ON RATE 
DESIGN. 

HAS STAFF MODIFIED ITS RATE DESIGN BASED UPON YOUR 

REBUTTAL TESTIMONY? 

Yes. Staff has modified its break-over points, which now generally agree with the 

Company's break-over points. l2 

l 1  Bourassa Rb. at 13-14. 
l2 Break-over points are the same except for the 6 inch meter. The Company recommends 
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Q* 

A. 

Q. 
A. 

DO THE STAFF AND COMPANY RATE DESIGNS PROVIDE FOIE; 

SIMILAR REVENUE RECOVERY BETWEEN THE MONTHLY FIXE1 

CHARGES AND THE COMMODITY RATES? 

Yes. The Company and the Staff rate designs provide approximately 45 percen 

revenue recovery from the monthly fixed charges and 55 percent from tht 

commodity rates. Revenue recovery among the commodity rates is also similar. l3 

DOES THIS CONCLUDE YOUR REJOINDER TESTIMONY? 

Yes. 

3 break-over point of 333,000 gallons whereas Staff recommends 334,000 gallons. 
L3 See Exhibit TJB-RJ1. 
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A-C & H 
SCHEDULES 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 

Quail Creek Water Company 
Test Year Ended December 31,201 3 

Computation of Increase in Gross Revenue 
Requirements As Adjusted 

Fair Value Rate Base 

Adjusted Operating Income 

Current Rate of Return 

Required Operating Income 

Required Rate of Return on Fair Value Rate Base 

Operating Income Deficiency 

Gross Revenue Conversion Factor 

Increase in Gross Revenue 
Requirement 

Adjusted Test Year Revenues 
Increase in Gross Revenue Revenue Requirement 
Proposed Revenue Requirement 
% Increase 

Customer 
Classification 
518x314 Inch 
314 Inch 
1 Inch 
1 1/2 inch 
2 inch 

518x314 inch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch 
3 Inch 
6 Inch 

518x314 Inch 
314 Inch 
1 Inch 
1 1/2 inch 
2 inch 
3 Inch 
4 Inch 

Residential 
Residential 
Residential 
Residential 
Residential 

Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 

Irrigation 
Irrigation 
Irrigation 
Irrigation 
Irrigation 
Irrigation 
Irrigation 

Revenue Annuaiization 

Subtotal 

Other Water Revenues 
Reconciling Amount 
Rounding 
Total of Water Revenues 

SUPPORTING SCHEDULES: 
B- 1 
c - I  
c-3 
H-I  

Present Proposed 
Rates 

654,321 $ 

64,595 

3,424 

20,007 $ 

11,118 
9,942 

28,157 

10,246 $ 

2,514 
3,957 
9,033 

6,753 

13,906 $ 

Exhibit 
Rejoinder Schedule A-I 
Page 1 
Witness: Bourassa 

Rates 
937,763 $ 

97,874 

5,825 

32,272 $ 

20,627 
18,667 
49,080 

19,096 $ 

4,451 
7,121 

16,553 

10.780 

20,735 

3,674,950 

125,680 

3.42% 

367,495 

10.00% 

241,815 

1.6662 

402,921 

844,719 
402,921 

1,247,640 
47.70% 

Dollar 
Increase 

283,442 

33,279 

2,401 

12,264 

9,509 
8,725 

20,922 

8,850 

1,937 
3,164 
7,520 

4,027 

6,829 

$ 837,974 $ 1,240,843 $ 402,869 

$ 7,353 $ 7,353 $ 
(608) (556) 52 

Percent 
Increase 

43.32% 
0.00% 

51.52% 
0.00% 

70.14% 

61.30% 
0.00% 

85.53% 
87.75% 
74.30% 
0.00% 
0.00% 

86.38% 
0.00% 

77.04% 
79.96% 
83.25% 
0.00% 

59.62% 

49.11% 

48.08% 

0.00% 
-8.55% 
0.00% 

$ 844,719 $ 1,247,640 $ 402,921 47.70% 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

Quail Creek Water Company 
Test Year Ended December 31,2013 

Summary of Rate Base 

Gross Utility Plant in Service 
Less: Accumulated Depreciation 

Net Utility Plant in Service 

Less: 
Advances in Aid of Construction 

Contributions in Aid of Construction 

Accumulated Amortization of ClAC 

Customer Meter Deposits 
Custmer Security Deposits 
Accumulated Deferred Income Tax 

- Plus: 

Deferred Regulatory Assets 
Deferred Tax Assets 
Allowance for Working Capital 

Total Rate Base 

SUPPORTING SCHEDULES: 
B-2 
B-3 
B-5 

Original Cost 
Rate base 

$ 7,825,043 
2,370,517 

$ 5,454,526 

820,205 

(284,447) 

180,221 

1,063,597 

Exhibit 
Rejoinder Schedule B-I 
Page 1 
Witness: Bourassa 

Fair Value 
Rate Base 

$ 7,825,043 
2,370,517 

$ 5,454,526 

820,205 

(284,447) 

180,221 

1,063,597 

$ 3,674,950 $ 3,674,950 



Quail Creek Water Company 
Test Year Ended December 31,2013 

Original Cost Rate Base Proforma Adjustments 

Exhibit 
Rejoinder Schedule B-2 
Page 1 
Witness: Bourassa 

Rebuttal 
Adjusted 

at end 
of 

Test Year 

Adjusted 
at 

End of 
Test Year 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 

Proforma 
Adiustment 

Gross Utility 
Plant in Service $ 7,819,192 5,851 $ 7,825,043 

Less: 
Accumulated 
Depreciation 2,352,796 17,720 2,370,517 

Net Utility Plant 
in Service $ 5,466,396 $ 5,454,526 

Less: 
Advances in Aid of 

Construction 

Contributions in Aid of 
Construction - Gross 820.205 820,205 

Accumulated Amortization of ClAC (284,447) (284,447) 

Customer Meter Deposits 
Custmer Security Deposits 
Accumulated Deferred Income Tax 

180,221 

1,071,725 

180,221 

1,063,597 (8,128) 

Plus: 

Deferred Regulatory Assets 
Prepayments 
Materials and Supplies 
Working capital 

Total $ 3,678,692 $ 3,674,950 

SUPPORTING SCHEDULES: 
B-2, pages 2 

RECAP SCHEDULES: 
B-I 
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Quail Creek Water Company 
Test Year Ended December 31,2013 

Original Cost Rate Base Proforma Adjustments 
Adjustment Number 1 - A 

Line 
- No. 

1 Remove Capitalized Interest 
2 
3 
4 Acct. 
5 No. Description 
6 304 Structures and Improvements 
7 307 Wells and Springs 
8 31 1 Electric Pumping Equipment 
9 
10 TOTALS 
11 
12 
13 
14 
15 
16 
17 
18 SUPPORTING SCHEDULE 
19 Testimony 
20 Staff Schedule JAC-5b 

Exhibit 
Rejoinder Schedule B-2 
Page 3.1 
Witness: Bourassa 



Quail Creek Water Company 
Test Year Ended December 31,2013 

Original Cost Rate Base Proforma Adjustments 
Adjustment Number 1 - B 

Line 
- No. 

1 
2 
3 
4 Acct. 
5 No. DescriDtion 
6 307 Wells and Springs 
7 
8 
9 
10 
11 
12 
13 
14 
15 TOTALS 
16 
17 
18 SUPPORTING SCHEDULE 
19 Testimony 
20 Staff Schedule JAC-5c 

CaDitalize New Source Water Testing 

Exhi bit 
Rejoinder Schedule 8-2 
Page 3.2 
Witness: Bourassa 

Orginal 
- cost 

4.013 

$ 4,013 



Quail Creek Water Company 
Test Year Ended December 31,2013 

Original Cost Rate Base Proforma Adjustments 
Adjustment Number 1 - B 

Exhibit 
Rejoinder Schedule B-2 
Page 3.3 
Witness: Bourassa 

Line 
- No. 

1 Correction to Retirement in 201 1 
2 
3 
4 Acct. Per Per PIS 
5 No. Description - Year Direct Rebuttal Adiustment 
6 311 Electric Pumping Equipment 201 1 303,221 298,631 4,590 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 SUPPORTING SCHEDULE 
19 Testimony 
20 

TOTALS $ 4,590 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 

Quail Creek Water Company 
Test Year Ended December 31,2013 

Original Cost Rate Base Proforma Adjustments 
Adjustment Number 1 - D 

Reconciliation of Plant to Plant Reconstruction 

Acct . 
- No. 
30 1 
302 
303 
304 
305 
306 
307 
308 
309 
31 0 
31 1 
320 

320.1 
320.2 
330 

330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 

340.1 
34 1 
342 
343 
344 
345 
346 
347 
348 

DescriDtion 
Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures and Improvements 
Collecting and Impounding Res. 
Lake River and Other Intakes 
Wells and Springs 
Infiltration Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
Electric Pumping Equipment 
Water Treatment Equipment 
Water Treatment Plant 
Chemical Solution Feeders 
Dist. Reservoirs & Standpipe 
Storage tanks 
Pressure Tanks 
Trans. and Dist. Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devices 
Other Plant and Misc. Equip. 
Office Furniture and Fixtures 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools and Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment 
Other Tangible Plant 
Plant Held for Future Use 

TOTALS 

SUPPORTING SCHEDULE 
B-2, pages 3.1 through 3.3 
8-2, pages 3.5 through 3.21 

Adjusted 
cost 

per Direct 
$ 37,295 

92,895 
75,442 

834,248 

37,618 
1,137,275 

856,574 
32,236 

3,194,161 
891,232 
90.31 5 

477,182 

2,071 

2,399 

57,194 

1,056 

$ 7,819,192 

Adjusted 
8-2 cost 

Adiustments per Rebuttal 
$ - $  37,295 

92,895 
(1 8) 75,424 

1,452 835,700 

37,618 
4,417 1,141,692 

856,574 
32,236 

3,194,161 
891,232 
90,315 

477,182 

2,071 

2,399 

57,194 

1,056 

$ 5,851 $ 7,825,043 

Exhibit 
Rejoinder Schedule 8-2 
Page 3.4 
Witness: Bourassa 

Plant 
Per 

Reconstruction 
$ 37,295 

92,895 
75,424 

835,700 

37,618 
1,141,692 

856,574 
32,236 

3,194,161 
891,232 
90,315 

477,182 

2,071 

2,399 

57,194 

1,056 

$ 7,825,043 

Plant 
Adiustment 

$ 

$ 
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Quail Creek Water Company 
Test Year Ended December 31,2013 

Original Cost Rate Base Proforma Adjustments 
Adjustment Number 2 - A  

Line 
No. 
1 
- 

Adiustment to AID for CaDitalized Interest Removal 
2 
3 
4 Acct 

6 304 
7 
8 307 
9 307 
10 
11 311 
12 
13 
14 
15 
16 
17 

5 N o .  
No. of AID 

Description Adiustment Year - Rate __ Years Adiustment 
Structures and Improvements (18) 2002 4.08% 11.50 $ (8) 

Wells and Springs 
Wells and Springs 

(9) 2002 4.08% 11.50 (4) 
(2,552) 2009 4.08% 4.50 (469) 

Electric Pumping Equipment (173) 2002 4.08% 11.50 (81 1 

Exhibit 
Rejoinder Schedule 8-2 
Page 4.1 
Witness: Bourassa 

$ (562) 

18 SUPPORTING SCHEDULE 
19 
20 



Quail Creek Water Company 
Test Year Ended December31.2013 

Original Cost Rate Base Proforma Adjustments 
Adjustment Number 2 - B 

Exhibit 
Rejoinder Schedule B-2 
Page 4.2 
Witness: Bourassa 

Line 
- No. 

1 
2 
3 
4 Acct. No. of AID 
5 No. Descri tion Adiustment - Rate Years Adiustment 
6 307 Wells Ind  Springs 4,013 2013 4.08% 0.50 82 
7 
8 
9 
10 
11 
12 
13 
14 TOTALS 
15 
16 
17 
18 SUPPORTING SCHEDULE 
19 
20 

Adiustment to AID for CaDitalized Water Testinq Exoense 

$ 4,013 $ 82 



Quail Creek Water Company 
Test Year Ended December 31,2013 

Original Cost Rate Base Proforma Adjustments 
Adjustment Number 2 - C 

Line 
- No. 

1 
2 
3 
4 Acct. 
5 No. DescriDtion 
6 301 Organization Cost 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 TOTALS 
17 
18 
19 SUPPORTING SCHEDULE 
20 
21 

Remove A/D for Non-DeDreciable Accounts 

Exhibit 
Rejoinder Schedule 8-2 
Page 4.3 
Witness: Bourassa 

Am 
Adiustment 

(36,780) 

$ (36,780) 



Line 
No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
1 1  
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

- 

Quail Creek Water Company 
Test ‘fear Ended December 31,2013 

Original Cost Rate Base Proforma Adjustments 
Adjustment Number 2 - D 

Correction to DeDreication ExDense 1998 

Acct. 
- No. 
301 
302 
303 
304 
305 
306 
307 
308 
309 
310 
31 1 
320 
320.1 
320.2 
330 
330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 
340.1 
34 1 
342 
343 
344 
345 
346 
347 
348 

DescriDtion 
Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures and Improvements 
Collecting and Impounding Res. 
Lake River and Other Intakes 
Wells and Springs 
Infiltration Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
Electric Pumping Equipment 
Water Treatment Equipment 
Water Treatment Plant 
Chemical Solution Feeders 
Dist. Reservoirs 8 Standpipe 
Storage tanks 
Pressure Tanks 
Trans. and Dist. Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devices 
Other Plant and Misc. Equip. 
Office Furniture and Fixtures 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools and Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment 
Other Tangible Plant 

TOTALS 

SUPPORTING SCHEDULE 
Testimony 
Work papers 

Per 
Rebuttal 

1,522 

6,611 

2,261 

7,355 

18,198 
129 

952 

43 

$ 35,549 $ (13,867) $ 49,416 

Exhibit 
Rejoinder Schedule 8-2 
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Per 
Direct 

1,014 

4,407 

1,507 

(37,566) 
4,904 

12,132 
86 

634 

29 

AID 
Adiustment 

507 

2,204 

754 

37,566 
2,452 

6,066 
43 

317 

14 



Quail Creek Water Company 
Test Year Ended December 31,2013 

Original Cost Rate Base Proforma Adjustments 
Adjustment Number 2 - E 

Exhibit 
Rejoinder Schedule 8-2 
Page 4.5 
Witness: Bourassa 

Line 
- No. 
1 Correction to AID for Retirement Correction in 201 1 
2 
3 
4 Acct. Per Per AID 
5 No. DescriDtion Direct Rebuttal Adiustment 
6 31 1 Electric Pumping Equipment Retirement 303,221 298,631 4,590 
7 
8 Depr 
9 &&r - Rate 
10 31 1 Electric Pumping Equipment Depreciation 201 1 4.08% 2.50 468 
11 
12 
13 
14 
15 
16 
17 
18 SUPPORTING SCHEDULE 
19 B-2, page 3.3 
20 

$ 5,058 



- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

Quail Creek Water Company 
Test Year Ended December 31,201 3 

Original Cost Rate Base Proforma Adjustments 
Adjustment Number 2 - F 

Line 

Reconciliation of AID to AID Reconstruction 

Acct. 
- No. 
30 1 
302 
303 
304 
305 
306 
307 
308 
309 
310 
31 1 
320 

320.1 
320.2 
330 

330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 

340.1 
34 1 
342 
343 
344 
34 5 
346 
347 
348 

Description 
Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures and Improvements 
Collecting and Impounding Res. 
Lake River and Other Intakes 
Wells and Springs 
Infiltration Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
Electric Pumping Equipment 
Water Treatment Equipment 
Water Treatment Plant 
Chemical Solution Feeders 
Dist. Reservoirs & Standpipe 
Storage tanks 
Pressure Tanks 
Trans. and Dist. Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devices 
Other Plant and Misc. Equip. 
Office Furniture and Fixtures 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools and Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment 
Other Tangible Plant 
Loss on Plant Disposition 

TOTALS 

SUPPORTING SCHEDULE 
B-2, pages 4.1 through 4.2 
6-2, pages 3.5 through 3.21 45 

Exhibit 
Rejoinder Schedule 8-2 
Page 4.6 
Witness: Bourassa 

AID AID AID 
Adjusted B-2 Adjusted Per AID 
per Direct Adiustments Per Rebuttal Reconstruction Adiustment 

36,273 (36,273) 0 0 (0) 

16,734 (8) 16,725 16,725 0 

258,516 1,813 260,329 260,329 (0) 

13,537 13,537 13,537 
(39,241) 5,731 (33,510) (33,510) 0 

377,367 
12,495 

1,244,095 
237,169 
30,053 

150,082 

416 

399 

37,566 
2,452 

6,066 
43 

317 

37,566 
379,818 

12,495 
1,250,160 

237,212 
30,053 

150,399 

416 

399 

417,384 
12,495 

1,250,160 
237,212 
30,053 

150,399 

416 

399 

(37,566) 
37,566 

(0) 

13,876 13,876 13,876 

1,027 14 1,041 1,041 

$ 2,352,796 $ 17,720 $ 2,370,517 $ 2,370,517 $ 0 
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Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Quail Creek Water Company 
Test Year Ended December 31,201 3 

Computation of Working Capital 

Cash Working Capital (1/8 of Allowance 
Operation and Maintenance Expense) 

Pumping Power (1/24 of Pumping Power) 
Purchased Water (1/24 of Purchased Water) 
Prepaid Expenses 

Total Working Capital Allowance 

Working Capital Requested 

Total Operating Expense 
Less: 
Income Tax 
Property Tax 
Depreciation 
Purchased Water 
Pumping Power 
Allowable Expenses 
1/8 of allowable expenses 

SUPPORTING SCHEDULES: 
E- 1 

Exhibit 
Rejoinder Schedule B-5 
Page 1 
Witness: Bourassa 

$ 31,762 
3,033 

$ 34,796 

$ 

Adiusted Test Year 
$ 719,039 

$ 62,095 
35,106 

294,940 

72,800 
$ 254,098 
$ 31,762 

RECAP SCHEDULES: 
B- 1 



Quail Creek Water Company 
Test Year Ended December 31,201 3 

Income Statement 

Exhibit 
Rejoinder Schedule C-1 
Page 1 
Witness: Bourassa 

Line 
No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 

- 
Revenues 

Metered Water Revenues 
Unmetered Water Revenues 
Other Water Revenues 

Operating Expenses 
Salaries and Wages 
Employee Pensions and Benefits 
Purchased Water 
Purchased Power 
Fuel For Power Production 
Chemicals 
Materials and Supplies 
Office Supplies and Expense 
Contractual Services - Engineering 
Contractual Services - Accounting 
Contractual Services - Legal 
Contractual Services - Other 
Contractual Services - Testing 
Rents 
Transportation Expenses 
Insurance - Vehicle 
Insurance - General Liability 
Reg. Comm. Exp. -Other 
Reg. Comm. Exp. - Rate Case 
Bad Debt Expense 
Miscellaneous Expense 
Depreciation and Amortization Expense 
Taxes Other Than Income 
Property Taxes 
Income Tax 

Total Operating Expenses 
Operating Income 
Other Income (Expense) 

Interest Income 
Other income 
Interest Expense 
Other Expense 

Total Other Income (Expense) 
Net Profit (Loss) 

SUPPORTING SCHEDULES: 
C-1, page 2 

Adjusted 
Book 

Results 

$ 837,366 

7,353 
$ 844,719 

$ 85,321 
21,254 

72,800 

6,454 
23,693 
20,818 

380 
468 

17,777 
12,864 

566 
13,067 

524 
9,483 

425 
40,000 

442 
12,741 

294,340 

35,106 
57,233 

$ 725,756 
$ 118,963 

Rebuttal 
Rebuttal Proposed Adjusted 
Adjusted Rate with Rate 

Adiustment Results Increase Increase 

$ - $ 837,366 $ 402,921 $ 1,240,287 

7,353 7,353 
- $ 844,719 $ 402,921 $ 1,247,640 $ 

- $ 85,321 $ 85,321 
21,254 

72,800 

6,454 
23,693 
20,818 

380 
468 

17,777 
7,608 

566 
10,931 

524 
9,483 

425 
40,000 

442 
7,954 

294,940 

351 06 
62,095 

21,254 

72,800 

6,454 
23,693 
20,818 

380 
468 

17,777 
7,608 

566 
10,931 

524 
9,483 

425 
40,000 

442 
7,954 

294,940 

5,195 40,301 
155,910 218,005 

(6,717) $ 719,039 $ 161,105 $ 880,145 
6,717 $ 125,680 $ 241,815 $ 367,495 

$ 
$ 

$ 
$ 118,963 

$ - $  - $  - $  
$ 6,717 $ 125,680 $ 241,815 $ 367,495 

RECAP SCHEDULES: 
A- 1 
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Line 
- No. 

1 
2 
3 
4 Revenues 
5 
6 Expenses 
7 
8 Operating 
9 Income 
10 
11 Interest 
12 Expense 
13 Other 
14 Income/ 
15 Expense 
16 
17 Net Income 
18 
19 
20 
21 
22 
23 
24 
25 Revenues 
26 
27 Expenses 
28 
29 Operating 
30 Income 
31 
32 Interest 
33 Expense 
34 Other 
35 Income/ 
36 Expense 
37 
38 Net Income 
39 

Quail Creek Water Company 
Test Year Ended December 31,2013 

Adjustments to Revenues and Expenses 

Exhibit 
Rejoinder Schedule C-2 
Page 1 
Witness: Bourassa 

Adiustments to Revenues and Expenses 
- 4 - 5 - 6 - 1 - 2 - 3 

Intentionally Water 
Property Testing Transportation Misc Left 

ExDense Expense Expense - Blank Subtotal Depreciation - Taxes 

600 (5,256) (2,136) (4,787) (1 1,579) 

(600) 5,256 2,136 4,787 11,579 

(600) 5,256 2,136 4,787 11,579 

Adiustments to Revenues and Expenses 
12 - 8 9 - 10 11 

Intentionally Intentionally Intentionally Intentionally Intentionally 
Left Income Left Left Left Left 

- 7 

Blank lraxes Blank Blank Blank Subtotal 

4,862 (6,717) 

6.717 

(4,862) 6,717 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 

Acct. 
No. 
301 
302 
303 
304 
305 
306 
307 
308 
309 
31 0 
31 1 
320 

320.1 
320.2 
330 

330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 

340.1 
34 1 
342 
343 
344 
345 
346 
347 
348 

- 

Quail Creek Water Company 
Test Year Ended December 31,2013 

Adjustments to Revenues and Expenses 
Adjustment Number 1 

DeDreciation ExDense 

Exhibit 
Rejoinder Schedule C-2 
Page 2 
Witness: Bourassa 

Adjusted 

Description 
Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures and Improvements 
Collecting and Impounding Res. 
Lake River and Other Intakes 
Wells and Springs 
Infiltration Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
Electric Pumping Equipment 
Water Treatment Equipment 
Water Treatment Plant 
Chemical Solution Feeders 
Dist. Reservoirs & Standpipe 
Storage tanks 
Pressure Tanks 
Trans. and Dist. Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devices 
Other Plant and Misc. Equip. 
Office Furniture and Fixtures 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools and Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment 
Other Tangible Plant 

TOTALS 

Less: Amortization of Contributions 
331 Trans. and Dist. Mains 
333 Services 
335 Hydrants 

Total ClAC 
Total Depreciation Expense 

Adjusted Test Year Depreciation Expense 

Increase (decrease) in Depreciation Expense 

Adjustment to Revenues andlor Expenses 

SUPPORTING SCHEDULE 

Original Non-Depr. or Original ProDosed Depreciation - cost Fullv Depr. Plant - cost - Rates Expense 
$ 37,295 $ 37,295 0.00% $ 

92,895 
75,424 

835,700 

37,618 
1,141,692 

856,574 
32,236 

3,194,161 
891,232 
90,315 

477,182 

2,071 

2,399 

57,194 

(92,895) 
75,424 

835,700 

37,618 
1,141,692 

856,574 
32,236 

3,194,161 
891,232 
90,315 

477,182 

2,071 

2,399 

57,194 

0.00% 
0.00% 
3.33% 
2.50% 
2.50% 
3.33% 
6.67% 
2.00% 
5.00% 

12.50% 
3.33% 
3.33% 

20.00% 
2.22% 
2.22% 
5.00% 
2.00% 
3.33% 
8.33% 
2.00% 
6.67% 
6.67% 
6.67% 

20.00% 
20.00% 
4.00% 
5.00% 

10.00% 
5.00% 

10.00% 
10.00% 

2,512 

27,829 

1,881 
142,711 

19,016 
1,612 

63,883 
29,678 
7,523 
9,544 

138 

120 

5,719 

1,056 1,056 10.00% 106 
$ 7,825,043 $ (92,895) $ 7,732,147 $ 312,272 

Gross ClAC Amort. Rate 
$ 663,178 2.00% $ (13,264) 
$ 69,718 3.33% (2,322) 
$ 87,308 2.00% (1,746) 
$ 820,205 $ (17,331) 

$ 294,940 

294,340 

54 8-2, page3 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Quail Creek Water Company 
Test Year Ended December 31,2013 

Adjustment to Revenues and Expenses 
Adjustment Number 2 

Property Taxes 

DESCRIPTION 
Company Adjusted Test Year Revenues 
Weight Factor 
Subtotal (Line 1 * Line 2) 
Company Recommended Revenue 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 / Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 * Line 8) 
Plus: 10% of CWlP (intentionally excluded) 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line 10 - Line 11) 
Assessment Ratio 
Assessment Value (Line 12 * Line 13) 
Composite Property Tax Rate - Obtained from ADOR 
Test Year Adjusted Property Tax Expense (Line 14 * Line 15) 
Tax on Parcels 
Total Property Taxes (Line 16 + Line 17) 
Test Year Property Taxes 
Adjustment to Test Year Property Taxes (Line 18 - Line 19) 

Property Tax on Company Recommended Revenue (Line 16 + Line 17) 
Company Test Year Adjusted Property Tax Expense (Line 18) 
Increase in Property Tax Due to Increase in Revenue Requirement 

Increase in Property Tax Due to Increase in Revenue Requirement (Line 24) 
Increase in Revenue Requirement 
Increase in Property Tax Per Dollar Increase in Revenue (Line 26 I Line 27) 

Test Year 
as adjusted 

$ 844,719 
3 

2,534,157 

2,534,157 
3 

844,719 
2 

1,689,438 

1,689,438 
18.0% 

304,099 
20.7445% 

$ 32,674 
2,432 

$ 35,106 
$ 35,106 
5 

Exhibit 
Rejoinder Schedule C-2 
Page 3 
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Company 
Recommended 

$ 844,719 
2 

1,689,438 
1,247,640 
2,937,078 

3 
979,026 

2 
1,958,052 

1,958,052 
18.0% 

352,449 

$ 37,869 
2,432 

10.7445% 

$ 40,301 
$ 35,106 
0 5,195 

$ 5,195 
$ 402,921 

1.28934% 



Quail Creek Water Company 
Test Year Ended December 31,201 3 

Adjustment to Revenues and Expenses 
Adjustment Number 3 

Water Testinq ExDense 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 Reference 
17 Staff Schedule JAC-9 
18 
19 
20 

Staff Reccommended Water Testing Expense 

Test Year Water Testing Expense 

Increase (decrease) in Water Testing Expense 

Adjustment to Revenue and/or Expense 

Exhi bit 
Rejoinder Schedule C-2 
Page 4 
Witness: Bourassa 

$ 7,608 

12,864 

$ (5,256) 

$ (5,256) 



Quail Creek Water Company 
Test Year Ended December 31,2013 

Adjustment to Revenues and Expenses 
Adjustment Number 4 

Transportation Expense 

Line 
- No. 

1 
2 Staff Reccommended Transportation Expense 
3 
4 Test Year Transportation Expense 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 Reference 
16 Staff Schedule JAC-10 
17 
18 
19 
20 

Increase (decrease) in Transportation Expense 

Adjustment to Revenue and/or Expense 

Exhibit 
Rejoinder Schedule C-2 
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$ 10,931 

13,067 

$ (2,136) 

$ (2,136) 



Quail Creek Water Company 
Test Year Ended December 31,201 3 

Adjustment to Revenues and Expenses 
Adjustment Number 5 

Miscellaneous ExDense 

Line 
- No. 

1 
2 Staff Reccommended Miscellaneous Expense 
3 
4 Test Year Miscellaneous Expense 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 Reference 
16 Staff Schedule JAC-11 
17 
18 
19 
20 

Increase (decrease) in Miscellaneous Expense 

Adjustment to Revenue and/or Expense 

Exhibit 
Rejoinder Schedule C-2 
Page 6 
Witness: Bourassa 

$ 7,954 

12,741 

$ (4,787) 

$ (4,787) 



Quail Creek Water Company 
Test Year Ended December 31,201 3 

Adjustment to Revenues and Expenses 
Adjustment Number 6 

Exhibit 
Rejoinder Schedule C-2 
Page 7 
Witness: Bourassa 

Intentionally Left Blank 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 



Quail Creek Water Company 
Test Year Ended December 31,201 3 

Adjustment to Revenues and Expenses 
Adjustment Number 7 

lntentionallv Left Blank 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

Exhibit 
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Line 

Quail Creek Water Company 
Test Year Ended December 31,201 3 

Adjustment to Revenues and/or Expenses 
Adjustment Number 8 

Exhibit 
Rejoinder Schedule C-2 
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Witness: Bourassa 

- No. 
1 Income Taxes 
2 
3 
4 Computed Income Tax 
5 
6 
7 
8 
9 
10 
11 
12 
13 SUPPORTING SCHEDULE 
14 C-3, page 2 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 

Test Year Income tax Expense 
Adjustment to Income Tax Expense 

Test Year Test Year 

$ 62.095 $ 21 8,005 
at Present Rates at Proposed Rates 

57,233 62,095 
$ 4,862 $ 155,910 



Quail Creek Water Company 
Test Year Ended December 31,2013 

Computation of Gross Revenue Conversion Factor 

Exhibit 
Rejoinder Schedule C-3 
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Percentage 
of 

Incremental 
Line 
- No. Description 
1 
2 
3 Property Taxes 
4 
5 
6 Total Tax Percentage 
7 
8 
9 
10 
11 
12 

Combined Federal and State Effective Income Tax Rate 

Operating Income % = 100% - Tax Percentage 

Gross 
Revenues 

39.201% 

0.784% 

39.984% 

60.016% 

13 1 = Gross Revenue Conversion Factor 
14 Operating Income % 1.6662 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 SUPPORTING SCHEDULES: RECAP SCHEDULES: 

A- 1 26 C-3, page2 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 



Quail Creek Water Company 
Test Year Ended December 31,2013 

GROSS REVENUE CONVERSION FACTOR 

Exhibit 
Rqoinder Schedule C-3 
Page 2 
Witness Bourassa 

Line 
- No DescriDtion 

Calculation of Gross Revenue Conversion Factor: 
1 Revenue 100.0000% 

0 0000% 
100.0000% 
39.9844% 
60.0156% 
1 666234 

2 Unmllecible Factor (Line 11) 
3 Revenues (L1 - L2) 
4 
5 Subtotal (L3 - L4) 
6 

Combined Federal and State lnmme Tax and Property Tax Rate (Line 23) 

Revenue Conversion Factor (L1 I L5) 

1oo.oow% 
39 2035% 
60 7995% 
0.0000% 

n mnnw 

Calculation of Uncollectible Factor: 

Combined Federal and State Tax Rate (L17) 
One Minus Combined lnwme Tax Rate (L7 - L8 ) 

Unwliectible Factw (L9 * L10 ) 

Calculation of Effective Tax Rate. 
12 Operating lnmme Befwe Taxes (Arizona Taxable Inmme) 
13 Arizona State i n m e  Tax Rate 
14 Federal Taxable lnmme (L12 - L13) 
15 Applicable Federal InmmeTax Rate (L55 Col F) 
16 Effective Federal inwme Tax Rate (L14 x L15) 
17 Combined Federal and State lnwme Tax Rate (L13 +L16) 

Calculation of Effsctive Pmmrtv Tax Factor 
18 Unity 
19 Combined Federal and State Income Tax Rate (L17) 
20 One Minus Combined lnwme Tax Rate (LIBLI9) 
21 Property Tax Factor 
22 Effective Properly Tax Factor (L20'Ul) 
23 Cmbined Federal and State l n m e  Tax and Property Tax Rate (L17+W) 

7 Unity 
8 
9 
10 Uncollectible Rate 
11 " -"" ," 

100.0000% 
4 9000% 

95.1000% 
36.0678% 
34.3005% 

39 2005% 

100.0000% 
39 2005% 
60.7995% 

1.2893% 
0.7839% 

39.9844% 

24 Required Operating lnmme 
25 AdjustedTest Year Operating lnmme (Loss) 
26 Required Increase in Operating lnmme (L24 - L25) 

27 lnmme Taxes on Recommended Revenue (Col. (F), L52) 
28 lnwme Taxes on Test Year Revenue (Cot (C). E 2 )  
29 Required Increase in Revenue to Provide for lnmme Taxes (L27 - L28) 

30 Recommended Revenue Requirement 
31 Unwllectibte Rate (Line 10) 
32 Uncollectible Expense on Recommended Revenue (L24 * L25) 
33 Adjusted Test Year Unmllectible Expense 
34 Required Increase in Revenue to Provide for Unmllectible Exp. 

35 Property Tax with Recommended Revenue 
36 Property Tax on Test Year Revenue 
37 Increase in Property Tax Due to Increase in Revenue (L36L36) 

38 Total Requlred Increase in Revenue ( E 6  + L29 + L37) 

Calculation of Income Tax: 
39 Revenue 
40 Operating Expenses Excluding Income Taxes 
41 Synchronized Interest (L47) 
42 Anzona Taxable lnwme (L39 - L40 - L41) 
43 Arizona State lnmme Tax Rate 
44 Arizona l n m e  Tax (L42 x L43) 
45 Federal Taxable lnwme (L42- L44) 
46 
47 Federal Tax on Fitst inmme Bracket ($1 - $50,000) Q 15% 
48 Federal Tax on Second l n m e  Bracket ($50,001 - $75,000) Q 25% 
49 Federal Tax on Third lnwme Bracket ($75,001 - $100,000) @ 34% 
50 Federal Tax on Fourth income Bracket ($100.001 - $335,WO) Q 39% 
51 Federal Tax on Fifth lnwme Bracket ($335,001 -$lO.OOO,OOO) Q 34% 
52 
53 Total Federal l n m e  Tax 
54 Combined Federal and State Income Tax (L35 + L42) 

$ 367,495 
$ 125.680 

$ 241.815 

$ 218.005 
$ 62,095 

$ 155,910 

$ 1,247,640 
0 0000% 

$ 

$ 40.301 
$ 35,106 

$ 5,195 

$ 402,921 

Test Year 
Intentionally 

Water Left Blank 
844.719 

656,945 656,945 

187.775 
4 9000% 

9,201 
178,574 

8,500 
30.644 

52.894 
62,095 

55 LXbIENS Applicable Federal lnmme Tax Rate [Col. ID], L53 - Cot. [A], L53 / [Cot PI. L45 - Cal [A]. L45] 
56 WASTEWATER Applicable Federal lnmme Tax Rate [Cot [E], L53 - Col p], L53]/ [Col. E], L45 - Cal pi. L45) 
57 W!CS Appltcabie Federal lnmme Tax Rate [Col. [Fl. L53 - Cot. [C]. L S ] /  [Col. [Fl. L45 - Cot. [C], L45l 

4 9000% 

178,574 

5 7,500 
5 6,250 
$ 8.500 
$ 30.644 
s 

52.894 1 
62.095 

Calculation of Interest Svnchmnization: 
58 RateBase 
59 Weighted Average Cost of Debt 
60 Synchronized Interest (L59 X L60) 

(D) El [9 
Company Recommended 

Total I lntenttonallv I 
Water 

662,140 

4.9000% 
$ 28,690 

556,812 $ 556,811 

91,650 91,650 
75,416 75.416 

$ 189,316 $ 189.316 
$ 218.005 I I $ 218,005 

36 0678% 
0 0000% 

36.0678% 



Quail Creek Water Company 
Revenue Summary 

Test Year Ended December 31,2013 

Exhibit 
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Total Total 
Revenues Revenues 

at at 
Present Proposed Dollar - Rates - Rates Chanae 

$ 654,321 $ 937,763 $ 283,442 

Percent Percent 
of of 

Present Proposed 
Percent Water Water 
Chanse Revenues Revenues 

43.32% 77.46% 75.16% 

Line 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 

H& Meter Size 
518x314 Inch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch 

Classification 
Residential 
Residential 
Residential 
Residential 
Residential 

64,595 

3,424 

20,007 $ 

11,118 
9,942 

28,157 

10,246 $ 

2,514 
3,957 
9,033 

6,753 

97,874 

5,825 

32,272 $ 

20,627 
18,667 
49,080 

19,096 $ 

4,451 
7,121 

16,553 

10,780 

33,279 

2,401 

12,264 

9.509 
8,725 

20,922 

8,850 

1,937 
3,164 
7,520 

4,027 

0.00% 0.00% 0.00% 
51.52% 7.65% 7.84% 
0.00% 0.00% 0.00% 

70.14% 0.41% 0.47% 

518x314 Inch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch 
3 Inch 
6 Inch 

Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 

61.30% 2.37% 2.59% 
0.00% 0.00% 0.00% 

85.53% 1.32% 1.65% 
87.75% 1.18% 1.50% 
74.30% 3.33% 3.93% 
0.00% 0.00% 0.00% 
0.00% 0.00% 0.00% 

518x314 Inch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch 
3 Inch 
4 Inch 

Irrigation 
Irrigation 
Irrigation 
Irrigation 
Irrigation 
Irrigation 
Irrigation 

86.38% 1.21% 1.53% 
0.00% 0.00% 0.00% 

77.04% 0.30% 0.36% 
79.96% 0.47% 0.57% 
83.25% 1.07% 1.33% 
0.00% 0.00% 0.00% 

59.62% 0.80% 0.86% 

48.06% 

39.66% 
0.00% 

51.78% 
0.00% 
0.00% 

55.87% 
0.00% 

75.85% 
0.00% 

67.65% 
0.00% 
0.00% 

170.69% 
0.00% 

61.18% 
81.21% 
0.00% 
0.00% 
0.00% 

49.11% 

97.56% 

1.18% 
0.00% 

-0.01 % 
0.00% 
0.00% 

0.19% 
0.00% 
0.24% 
0.00% 

-0.21% 
0.00% 
0.00% 

0.00% 
0.00% 
0.02% 
0.24% 
0.00% 
0.00% 
0.00% 

1.65% 

99.20% 
0.87% 

-0.07% 
100.00% 

97.79% 

1.12% 
0.00% 

-0.01% 
0.00% 
0.00% 

0.20% 
0.00% 
0.29% 
0.00% 

-0.24% 
0.00% 
0.00% 

-0.01% 
0.00% 
0.02% 
0.29% 
0.00% 
0.00% 
0.00% 

2.45% 

99.46% 
0.59% 

-0.04% 
100.00% 

Subtotals of Revenues 

Revenue Annualizations: 

$ 824,068 $ 1,220,108 $ 396,040 

518x314 Inch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch 

518x314 Inch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch 
3 Inch 
6 Inch 

518x314 Inch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch 
3 Inch 
4 Inch 

Residential 
Residential 
Residential 
Residential 
Residential 

Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 

Irrigation 
Irrigation 
Irrigation 
Irrigation 
Irrigation 
Irrigation 
Irrigation 

$ 9,969 $ 

(44) 

13,922 $ 

(67) 

2,476 $ 

3,582 

(2,960) 

(98) $ 

245 
3,635 

3,953 

(23) 

887 

1,545 

(1,194) 

(62) 

93 
1,629 

1,589 $ 

152 
2,006 

Subtotal Revenue Annualiration $ 13,906 $ 20,735 $ 6,829 

Total Revenues w/ Annualization 
Misc Revenues 
Reconciling Amount 
Total Revenues 

48.08% 
7,353 7,353 0.00% 

837,974 $ 1,240,843 $ 402,869 $ 

(608) (556) 52 -8.55% 
$ 844,719 $ 1,247,640 $ 402,921 47.70% 



$ $ $ $ $ $ $  
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Quail Creek Water Company 
Present and Proposed Rates 

Test Year Ended December 31,2013 

39 
40 
41 
42 
43 

Line 
- No. 
1 
2 Present 
3 Present Meter 
4 Service Install- Total 
5 Line ation Present 

Meter and Service Line Charaes 

**** 
*ttt 

*++* 

4" or Smaller 
6 
8 
lo" 
Larger than 10" 

**** 
.lff 

6 
7 518 x 314 Inch 
8 314 Inch 
9 1 Inch 
10 11/2 Inch 
11 2 Inch Turbo 
12 2 Inch, Compound 
13 3 Inch Turbo 
14 3 Inch, compound 
15 4 Inch Turbo 
16 4 Inch, compound 
17 6 Inch Turbo 
18 6 Inch, compound 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

Charqe Charqe 
350.00 
400.00 
470.00 
695.00 

1,225.00 
1,820.00 
1,735.00 
2,410.00 
2,700.00 
3,455.00 
5,115.00 
6,650.00 

Proposed 
Service 

Line 
Charae' 

$ 385.00 
415.00 
465.00 
520.00 
800.00 
800.00 

1,015.00 
1,135.00 
1,430.00 
1,610.00 
2,150.00 
2,270.00 

Proposed 
Meter 
Install- 
ation 

Charqe' 
$ 135.00 

205.00 
265.00 
475.00 
995.00 

1,840.00 
1,620.00 
2,495.00 
2,570.00 
3,545.00 
4,925.00 
6,820.00 

Exhibit 
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Witness: Bourassa 

Total 
Proposed 
Charqe' 

$ 520.00 
620.00 
730.00 
995.00 

1,795.00 
2,640.00 
2,635.00 
3,630.00 
4,000.00 
5,155.00 
7,075.00 
9,090.00 

' Based on ACC Staff Engineering Memo dated Feburary 21,2008 

Other Charqes: 

Remove 

25.00 
15.00 

1 
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Quail Creek Water Company 
Metered Revenue Breakdown Summary 

Present Rates 

Exhibit 
Page 1 

518x314 Inch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch 
Subtotal 

518x314 Inch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch 
3 Inch 
6 Inch 
Subtotal 

518x314 Inch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch 
3 Inch 
4 Inch 
Golf Course 
Subtotal 

518x314 Inch 

Residential 
Residential 
Residential 
Residential 
Residential 

Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 

Irrigation 
Irrigation 
Irrigation 
Irrigation 
Irrigation 
Irrigation 
Irrigation 
Irrigation 

Construction 

TOTALS 

Present 
Monthly Commodity Commodity Commodity 
- Mins First Tier Second Tier Third Tier 

$ 321,120 $ 343,170 $ - $  - $ 664,290 

64,551 38,700 25,851 
- - 

960 2,464 3,424 

87.39% 
$ 360,780 $ 371,484 $ - $  - !$ 732,264 

43.05% 44.33% 0.00% 0.00% 

$ 10,260 $ 11,336 $ - $  - $ 21,596 

2,700 10,455 13,155 
1,800 8,142 9,942 
7,680 18,712 26,392 

- 

$ 22,440 $ 48,644 $ - $  - !$ 71,084 
0.00% 

$ 1,980 $ 

900 
1,200 
1,920 

3,000 

9,000 
1.07% 

0.00% 0.00% 0.00% 0.00% 

8,230 $ 

1,766 
4,763 
7,113 

3,753 

25,625 
3.06% 

- 

- $  

- 

0.00% 

- 

0.00% 

$ 10,210 

2,666 
5,963 
9,033 

6,753 

34,625 
4.13% 

0.00% 0.00% 0.00% 0.00% 0.00% 

$ 392,220 $ 445,754 $ - $  - $ 837,974 
Percent of Total 46.81 % 53.19% 0.00% 0.00% 100.00% 
Cummulative % 46.81 % 100.00% 100.00% 100.00% 



518x314 Inch Residential 
314 Inch Residential 
1 Inch Residential 
1 112 Inch Residential 
2 Inch Residential 
Subtotal 

518x314 Inch Commercial 
314 inch Commercial 
1 Inch Commercial 
1 112 Inch Commercial 
2 Inch Commercial 
3 Inch Commercial 
6 Inch Commercial 
Subtotal 

518x314 lnch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch 
3 lnch 
4 Inch 
Golf Course 
Subtotal 

Irrigation 
Irrigation 
Irrigation 
Irrigation 
Irrigation 
irrigation 
Irrigation 
Irrigation 

518x314 Inch Construction 

Quail Creek Water Company 
Metered Revenue Breakdown Summary 

Company Proposed Rates 

Exhibit 
Page 2 

Present 
Monthly Commodity Commodity Commodity 
- Mins First Tier Second Tier Third Tier - Total 

$ 454,385 $ 258,923 $ 183,248 $ 55,128 $ 951,685 

54,761 41,463 1,584 97,808 
- 

1,358 2,419 2,048 5,825 
$ 510,504 $ 302,805 $ 186,880 $ 55,128 $ 1,055,318 

41.14% 24.40% 15.06% 4.44% 85.05% 

$ 14,518 $ 12,484 $ 7,745 $ - $ 34,748 

3,821 4,229 16,159 24,209 
2,547 2,280 13,840 18,667 

10,867 12,785 22,468 46,120 

$ 31,753 $ 31,779 $ 60,212 $ - $ 123,743 
2.56% 2.56% 

$ 2,802 $ 2,712 $ 

1,274 806 
1,698 2,898 
2,717 3,025 

4,245 4,822 

4.85% 0.00% 

13,484 

2,616 
6,160 

10,811 

1,713 

$ - $  

9.97% 

18,998 

4,696 
10,756 
16,553 

10,780 

$ 12,735 $ 14,263 $ 34,785 $ - !$ 61,782 
1.03% 1.15% 2.80% 0.00% 4.98% 

0.00% 0.00% 0.00% 0.00% 0.00% 

TOTALS $ 554,991 $ 348,846 $ 281,877 $ 55,128 $ 1,240,843 
Percent of Total 44.73% 28.11% 22.72% 4.44% 100.00% 
Cummulative % 44.73% 72.84% 95.56% 100.00% 



518x314 Inch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch 
Subtotal 

518x314 Inch 
314 Inch 
1 Inch 
1 1/2 Inch 
2 Inch 
3 Inch 
6 Inch 
Subtotal 

518x314 Inch 
314 Inch 
I Inch 
1 112 Inch 
2 Inch 
3 Inch 
4 Inch 
Golf Course 
Subtotal 

518x314 Inch 

Residential 
Residential 
Residential 
Residential 
Residential 

Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 
Commercial 

Quail Creek Water Company 
Metered Revenue Breakdown Summary 

Staff Proposed Rates 

Exhibit 
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Irrigation 
Irrigation 
Irrigation 
Irrigation 
Irrigation 
Irrigation 
Irrigation 
Irrigation 

Construction 

TOTALS 
Percent of Total 

Present 
Monthly Commodity Commodity Commodity 
- Mins First Tier Second Tier Third Tier Total 

$ 385,344 $ 220,072 $ 168,222 $ 51,572 $ 825,210 

69,660 38,063 1,482 109,205 

1,728 2,221 1,916 5,864 
$ 456,732 $ 260,355 $ 171,620 $ 51,572 $ 940,279 

40.76% 23.23% 15.31% 4.60% 83.90% 

$ 12,312 $ 11,461 $ 7,246 $ - $ 31,018 

4,860 3,883 15,116 23,859 
3,240 2,093 12,947 18,280 

13,824 11,736 21,018 46,579 

$ 34,236 $ 29,173 $ 56,327 $ - $ 119,736 
3.05% 2.60% 5.03% 0.00% 10.68% 

$ 2,376 $ 2,489 $ 12,614 $ - $ 17,480 

1,620 740 2,448 4,807 
2,160 2,661 5,763 10,583 
3,456 2,777 10,113 16,347 

5,400 4,426 1,603 11,429 

$ 15,012 $ 13,093 $ 32,541 $ - $ 60,646 
1.34% 1.17% 2.90% 0.00% 5.41 % 

0.00% 0.00% 0.00% 0.00% 0.00% 

$ 505,980 $ 302,621 $ 260,488 $ 51,572 $ 1,120,662 
23.24% 4.60% 100.00% 45.15% 27.00% 

Cummulative % 45.15% 72.15% 95.40% 100.00% 
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I. 

Q. 
A. 

Q. 
A. 

Q* 

A. 

Q* 
A. 

11. 

Q. 
A. 

INTRODUCTION, PURPOSE AND SUMMARY OF TESTIMONY. 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive, 

Phoenix, Arizona 85029. 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING? 

I am testifying on behalf of the Applicant Quail Creek Water Company, Inc. 

(“QCW’ or “Company”). 

HAVE YOU ALSO PREPARED REJOINDER TESTIMONY ON RATE 

BASE ISSUES IN THIS DOCKET? 

Yes, my rejoinder testimony on rate base, income statement, revenue requirement 

and rate design is being filed in a separate volume concurrently with this testimony. 

In this volume, I present my cost of capital rejoinder testimony. 

WHAT IS THE PURPOSE OF THIS PORTION OF YOUR TESTIMONY? 

I will respond to the surrebuttal testimony of Staff cost of capital witness, John 

Cas s i d y . 

SUMMARY OF REJOINDER TESTIMONY AND THE PROPOSED COST 
OF CAPITAL FOR THE COMPANY. 

A. SUMMARY OF OCW’S REJOINDER RECOMMENDATION. 

HAVE YOU UPDATED YOUR COST OF CAPITAL ANALYSIS? 

No. I updated my cost of capital analysis in my rebuttal testimony filed June 3,20 15. 

I updated my cost of capital in rebuttal because of the significant period of time 

between the Company’s direct filing and its rebuttal filing. I did not feel the need to 

provide an additional update here because my rebuttal update is less than 

two months old. As such, the rejoinder schedules attached mirror my rebuttal 

schedules. 
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Q. 
A. 

Q. 

A. 

WHAT IS YOUR RECOMMENDED COST OF CAPITAL? 

I continue to recommend a return on equity of at least 10.0 percent, which is below 

the mid-point of the range of my DCF, Risk Premium, and CAPM analyses of 

10.1 percent for the publicly traded water utilities (“water proxy group”). 

Ten percent is also well below the mid-point of the range of 10.5 percent for QCW, 

which takes into account a downward financial risk adjustment of 60 basis points, 

and which recognizes the Company’s lower financial risk compared to the water 

proxy group, and an upward risk adjustment for QCW of 100 basis points to 

recognize the higher risk of an investment in QCW compared to the water proxy 

group.’ I also recommend a capital structure consisting of 100 percent equity. 

Based on these recommendations, the weighted average cost of capital (“WACC”) 

is 10.0 percent. Therefore, I recommend a return of at least 10.0 percent be applied 

to QCW’s fair value rate base (‘‘FVM’’). 

B. 

PLEASE SUMMARIZE THE RECOMMENDATIONS OF STAFF FOR THE 

RATE OF RETURN ON FAIR VALUE RATE BASE. 

Staff has updated its cost of capital analysis in its surrebuttal testimony and now 

recommends a cost of equity of 9.4 percent based on the average cost of equity 

produced by its DCF models2 Staff continues to recommend a capital structure 

consisting of 100 percent e q ~ i t y . ~  Based on Staffs recommended capital structure, 

Staff determined the WACC for QCW to be 9.4 p e r ~ e n t . ~  

SUMMARY OF THE STAFF RECOMMENDATIONS. 

See Rejoinder Schedule D-4.1 
See Surrebuttal Testimony of John A. Cassidy (Cost of Capital) (“Cassidy COC Sb.”) 

at 21:ll-13. 
Cassidy COC Sb. at 21:8-9. 
Surrebuttal Schedule JAC- 1. 
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Q. 

A. 

Q. 

A. 

C. RESPONSES TO STAFF’S SURREBUTTAL CRITICISMS OF THE 
COMPANY’S COST OF CAPITAL ANALYSIS. 

PLEASE RESPOND TO MR. CASSIDY’S SURREBUTTAL TESTIMONY 

ON PAGES 6 AND 7 THAT QCW SHOULD BE REQUIRED TO 

REBALANCE ITS CAPITAL STRUCTURE BECAUSE QCW IS 

COMPARABLE TO PIMA UTILITY COMPANY AND LAG0 DEL OR0 

WATER COMPANY. 

Mr. Cassidy’s testimony is misinforming. While I would agree with Mr. Cassidy 

that all three utilities are Class B ~ t i l i t i es ,~  they are not comparable in terms of size. 

Pima Utility Company (“Pima”) and Lago Del Oro Water Company (“Lago”) are 

4.8 to 5 times and 2.4 to 3 times larger than QCW, respectively, depending on the 

point of view. Pima has over 10,000 water and wastewater customers with 

authorized revenues of approximately $5.95 million,6 and Lago has over 6,000 water 

customers and authorized revenues of approximately $3 million. When comparing 

these to QCW, which has approximately 2,000 water customers and is seeking 

approximately $1.25 million in authorized revenues, the three utilities are not as 

similar as Mr. Cassidy’s simplified analysis portrays. 

PLEASE RESPOND TO MR. CASSIDY’S SURREBUTTAL TESTIMONY 

ON PAGE 8 THAT RELIANCE ON THE STUDY CONDUCTED BY SCOTT 

AND MARTIN FOR INSIGHT ON WHY SMALLER FIRMS TEND TO 

HAVE LESS DEBT IS FLAWED BECAUSE THE STUDY LOOKED AT 

UNREGULATED FIRMS. 

I have a number of comments. First, basic financial theory tells us three things about 

Cassidy COC Sb. at 7:13. 
See Decision No. 73573 (November 2 1,20 12). 
See Decision No. 74564 (June 20,2014). 
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debt: 1) debt magnifies the equity risk; 2) debt magnifies equity risk at an ever 

increasing rate; and 3) the required rate of return on equity goes up at an ever 

increasing rate as you add more and more debt.8 This is true regardless of whether 

a firm is regulated or unregulated. 

Second, risk increases as size decreases. The empirical financial data and 

studies support this.9 Further, rather than simply pointing out the reasons for higher 

business risks associated with small utilities operating in Arizona (e.g., lack of 

resources, small customer base, lack of geographical diversification, lack of access 

to capital markets, high capital requirements, inability to earn authorized revenues), 

I have quantified the higher business risk associated with QCW compared to the 

water proxy group,l0 which analysis Mr. Cassidy ignores. 

Third, I do not disagree with Mr. Cassidy that business risk is generally 

greater for non-regulated firms.” But, that’s not the point. Regardless of the 

magnitude of business risk, firms tend to offset higher business risk with lower 

financial risk. It is not a stretch to suggest that smaller utilities would tend to offset 

the higher business risks with lower financial risk. In fact, I believe it is especially 

true given that the Commission generally ignores the business risks associated with 

small size despite being well aware of the issues and risks associated with the smaller 

water and wastewater utilities in Arizona. 

~~ 

The Brattle Group, “The Effect of Debt on the Cost of Equity in a Regulatory Setting,” 
Edison Electric Institute, Washington D.C. (2005), p. 14. 

Rebuttal Testimony of Thomas J. Bourassa (Cost of Capital) (“Bourassa COC Rb.”) at 13- 
17; Direct Testimony of Thomas J. Bourassa (Cost of Capital) (“Bourassa COC Dt.”) at 15- 
20,3 1-32, 34-35, 38-39. 

Bourassa COC Dt. at 17: 15 - 19: 16; Bourassa COC Rb. at 17: 1-7. 
I’ Cassidy COC Sb. at 8. 
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Q* 

A. 

Q. 

A. 

HAVE RATEPAYERS BEEN HARMED BY THE COMPANY’S DECISION 

NOT TO BORROW MONEY TO PAY FOR PLANT BEING PAID FOR AND 

CONSTRUCTED BY AN AFFILIATE? 

I don’t see how. Rates did not change because of the delay in payment by the utility 

for the plant. Adding debt would have required that the Company seek new rates 

much sooner, and the new rates would have had an impact on ratepayers much 

earlier. Further, adding long-term debt, especially for a utility with a relatively small 

customer base, would have increased risk. As a firm becomes riskier, both equity 

and debt costs become higher, and the customers will pay those higher costs of 

capital through rates. In the case of QCW, that increased risk would also have meant 

that QCW would be less financially stable. 

PLEASE RESPOND TO MR. CASSIDY’S SURREBUTTAL TESTIMONY 

ON PAGE 10 THAT STAFF’S COST OF EQUITY ESTIMATE, WHICH 

INCORPORATES STAFF’S CAPM INTO THE ANALYSIS, IS 

8.2 PERCENT WITHOUT STAFF’S 60 BASIS POINT ECONOMIC 

ASSESSMENT ADJUSTMENT AND 8.8 PERCENT WITH STAFF’S 

60 BASIS POINT ECONOMIC ASSESSMENT ADJUSTMENT. 

The Staff testimony on its CAPM confirms that there is something wrong with 

Staffs CAPM approach, which yields a cost of equity estimate of just 7.6 percent. l2 

This is far below returns that are expected for the water proxy group. Even Staffs 

overall result of 8.8 percent, including the 60 basis point upward adjustment, is far 

below returns that are expected for the water proxy group. The currently authorized 

return for the water proxy group is 9.63 percent.13 The projected returns for the 

water proxy group are 10.2 percent for 20 15, 10.2 percent for 20 16, and 10.9 percent 

l2 See Cassidy COC Sb., Exhibit JAC-A. See also Cassidy COC Sb. at 10. 
l3 See Rejoinder Schedule D-4.2. 
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Q. 

A. 

Q* 

A. 

for 2018-20.14 The low result produced by Staffs CAPM confirms why Staff has 

abandoned consideration of its CAPM in its analysis. The result simply does not 

pass the smell test. I completely disagree with Staff that an 8.8 percent equity return 

is on the low side or reas~nableness;'~ it is well below the low side of reasonableness. 

IF THE CAPM RESULTS DO NOT PASS THE SMELL TEST, WHY IS IT A 

PROBLEM THAT STAFF ISN'T USING THE CAPM? 

The issue is not with the CAPM itself - although one must understand its 

limitations - but whether the inputs employed are sound and the results make sense 

given the current market facts and circumstances. This is why I use several measures 

to estimate equity return, and why I am critical of Staffs reliance on only one - 

the DCF - without any checks and balances. 

THANK YOU. WOULD YOU PLEASE RESPOND TO MR. CASSIDY'S 

SURREBUTTAL TESTIMONY ON PAGES 11 AND 12 REGARDING THE 

CURRENT MRP FOR THE S&P 500 RFERENCED IN THE WALL STREET 

JOURNAL ARTICLE YOU CITED IN YOUR REBUTTAL TESTIMONY? 

Mr. Cassidy misses the point of my testimony. The MRP is one of the highest 

estimates going back to 1960, and the cost of equity is not necessarily lower because 

of recent stock price increases, as Mr. Cassidy suggests.I6 Using the 5.8 percent as 

a comparison to my 9.25 percent current MRP is misplaced, which is why I did not 

use it or make reference to it. We have no details regarding how the 5.8 percent was 

computed. We know that it is a historical measurement (going back to 1960) rather 

than forward looking as my current MRPI7 and we also know that the S&P 500, upon 

l 4  Value Line Ratings & Reports, July 17,2015. 
l 5  Cassidy COC Sb. at 1 1 : 1-5. 
l 6  See Direct Testimony of John A. Cassidy (Cost of Capital) at 35. 
l7 The historical MRP's Staff and the Company typically employ are based upon 
measurements across 88 years (1926 to 2014). 
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Q. 

A. 

Q* 

A. 

which it is based, is a large company index. Morningstar refers to the S&P 500 as a 

large company index and cautions that “if using a large company index to calculate 

the equity risk premium, an adjustment is usually made to account for the different 

risk and return characteristics of small stocks.”” That said, we do not know whether 

it is an arithmetic mean or a geometric mean,” or whether it is measured by the 

difference between total market returns on the S&P 500 and total returns on long- 

term government bonds or the difference between total market returns on the S&P 

500 and income returns on long-term government bonds.20 

DOES COMPARING YOUR 9.25 PERCENT CURRENT MRP TO THE 

5.8 PERCENT REPORTED BY THE WALL STREET JOURNAL OR TO 

THE STAFF CURRENT MRP ESTIMATE OF 6.9 PERCENT PROVE THAT 

YOUR CURRENT MRP IS OVERSTATED? 

No. I would note that Staffs current MRP, like my current MRP, is higher than the 

5.8 percent. I would also note that Staffs 6.9 percent current MRP is less than the 

historical long-term MRP of 7.0 percent, suggesting that the current MRP is lower, 

not higher as reported in the Wall Street Journal article. This contradiction suggests 

that Staffs method of estimating the current MRP is flawed. 

DO THE COMPARISONS DEMONSTRATE THAT YOUR CURRENT MRP 

CAPM IS NOT REPRESENTATIVE OF CURRENT MARKET 

CONDITIONS? 

No. Simply comparing the MRP estimates doesn’t prove anything. I have 

thoroughly explained my approach to estimating the current MRP and how it is 

Morningstar, Ibbotson SBBI 201 3 Valuation Yearbook, Chapter 7. 
l9 Arithmetic means are the correct measurement for cost of capital estimation. 
*O Staff typically uses MRP based upon the difference between market returns on stocks and 
income returns on government bonds. Use of income returns on government bonds in the 
measurement is the correct approach for cost of capital estimation. 
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Q* 

A. 

Q. 

A. 

different and more appropriate than Staffs approach to estimating the current 

MRP.21 Mr. Cassidy has not yet explained why using projected 3-5 year stock price 

appreciation potential in a DCF model used to derive the current MRP is more 

appropriate than using a 3-5 year earnings growth and a projected 3-5 year dividend 

growth as a proxy for growth in a DCF model used to derive the current MRP. 

ISN’T STOCK PRICE APPRECIATION ANOTHER TERM FOR STOCK 

PRICE GROWTH? 

Yes, and I fail to follow Mr. Cassidy’s explanation on pages 16 and 17 of his 

surrebuttal testimony of how stock price appreciation and stock price growth are 

different. It is a distinction without a difference. Rather than simply concede that 

Staff uses stock price growth in a DCF to estimate the current MRP, Mr. Cassidy 

confuses the issue first by re-explaining the DCF model and its components, and 

then by admitting that Staff uses stock price appreciation to estimate the growth 

component.22 It follows that I also did not understand Mr. Cassidy’s explanation of 

why stock price appreciation is an “ideal metric” for the growth component.23 

IS 3-5 YEAR STOCK PRICE APPRECIATION AN IDEAL METRIC FROM 

WHICH TO COMPUTE THE CURRENT MRP? 

Staff thinks Mr. Cassidy does not explain why the 3-5 year dividend growth 

and 3-5 year earnings growth employed in my current MRP estimate are any less 

“ideal.” The projected dividend growth and projected earnings growth employed in 

my DCF model used to derive the current MRP are 3-5 year estimates just as in 

Staffs price appreciation potential. And, considering that Staff uses projected 

21 See Bourassa COC Rb. at 11-13. 
22 Cassidy COC Sb. at 16-17. 
23 Id. 
24 Id. 
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Q. 

A. 

Q. 

dividend growth and projected earnings growth in its DCF growth rate estimate for 

its own DCF model, it’s curious that Staff does not also use these same metrics in its 

DCF to derive its current MRP. 

DOES STAFF’S DCF APPROACH USED TO CALCULATE THE CURRENT 

MRP MISSTATE THE CURRENT MRP? 

Yes. In calculating the current MRP in the Staff Exhibit JAC-A, Staff calculates the 

MRP of 6.9 percent, comprised of a 2.0 percent dividend rate plus a price 

appreciation rate of 7.79 percent, less a current 30 year Treasury rate of 2.88 percent. 

This detail is found in Staffs work papers and is reproduced in Exhibit TJB-COC- 

RJ1, page 1. 

The 7.79 percent number is arrived at by taking a Value Line25 forecasted 

market price appreciation rate of 35 percent over the next 3-5 years. Staff annualized 

that rate over a 4 year period to arrive at 7.79 percent. Although that is a middle- 

time estimate, there is no other justification for spreading that return over 4 years. 

In fact, if market participants were in complete agreement with this forecast, the 

argument could be made that the market would move to this point earlier in order to 

capture these returns. If that 35 percent return were annualized over a 3-year period, 

then the annualized market appreciation rate of return would be 10.52 percent or a 

difference of 2.73 percent in total. This would lead to a current MRP of 9.64 percent 

rather than Staffs estimate of 6.9 percent. That has a very large impact on the Staffs 

pro forma estimate of QCW’s cost of equity that has been based upon a model input 

of 4 rather than 3 years. 

HOW WOULD THIS MODIFICATION OF THE CURRENT MRP 

COMPUTATION HAVE CHANGED THE RESULTS OF STAFF’S CAPM 

~ 

25 Value Line Summary and Index, May 29,20 15. 
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A. 

Q* 

A. 

Q. 

A. 

Q* 

A. 

AND STAFF’S OVERALL ESTIMATE AS SHOWN ON EXHIBIT JAC-A? 

Staffs CAPM results would have been 8.6 percent rather than 8.2 percent, and 

Staffs overall results would have been 9.5 percent rather than 8.8 percent.26 Adding 

100 basis points for the additional risk associated with QCW to the 9.5 percent result 

yields 10.5 percent, which is higher than my recommendation of 10.0 percent. 

MR. CASSIDY CONTINUES TO CRITICIZE YOU ON THE USE OF 

FORECASTED INTEREST RATES IN BOTH YOUR CAPM AND RISK 

PREMIUM MODELS. PLEASE COMMENT. 

I previously responded to Staff regarding the use of forecasted (projected) interest 

rates and will not repeat that testimony here.27 

IS THE USE OF A FORECASTED INTEREST RATE RATHER THAN A 

SPOT RATE IN YOUR CURRENT MRP CAPM CONTRADICTORY TO 

DR. MORIN’S EXAMPLE I N  HIS TEXT BOOK AS MR. CASSIDY 

SUGGESTS ON PAGE 14 OF HIS SURREBUTTAL TESTIMONY? 

No. Dr. Morin does not say that use of a spot rate is required to use the approach. 

I chose a forecasted interest rate rather than a spot interest rate, which even 

Mr. Cassidy admits Dr. Morin supports.28 

IS THE BETA ESTIMATE FOR THE WATER PROXY GROUP 

EMPLOYED IN YOUR ANLAYSIS OVERSTATED AS SUGGESTED BY 

MR. CASSIDY ON PAGE 15 OF HIS SURREBUTTAL TESTIMONY? 

No. My beta estimates for the water proxy group were obtained from the Value Line 

Analyzer software, which provides more up to date information than the printed 

version of the Value Line Ratings and Reports. I note that Mr. Cassidy relies on the 

26 Exhibit TJB-COC-RJ1, page 2. 
27 Bourassa COC Rb. at 12-13. 
28 Cassidy COC Sb. at 14. 
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Q. 

A. 

April 17,20 1 5 quarterly publication for his beta information. The most recent issue 

of Value Line Rating and Reports (July 17, 2015) reflects the same betas for the 

water proxy group as is used in my analysis. So, it is Mr. Cassidy's beta estimates 

that appear misstated; mine are correct.29 

I realize Staff does not use the Value Line Analyzer software to obtain Value 

Line data. However, Staff should know that I use the software as I have been using 

this source since at least 2007 and have consistently referenced this source in my 

schedules. Staff should have refrained from criticizing me until such time as they 

could substantiate their criticism. This would have saved time and money. I have 

attached copies of the Value Line Rating and Reports for each of the publicly traded 

water utilities in Exhibit TJB-COC-RJ2. 

OKAY. NEXT, ON PAGES 17 AND 18 OF HIS SURREBUTTAL, 

MR. CASSIDY CRITICZES YOU FOR USING A FORECAST INTEREST 

RATE IN YOUR RISK PREMIUM MODEL AND RESTATES YOUR RISK 

PREMiUM MODEL ESTIMATE. PLEASE RESPOND. 

Again, I previously responded to Staff regarding the use of forecasted (projected) 

interest rates and will not repeat that testimony here.30 That said, I would note that 

the historical average annual interest rate is 4.5 percent, which is above the forecast 

interest rate of 4.2 percent. Current long-term U.S. Treasury yields are about 

2.9 percent, suggesting that current risk premium is higher than the historical risk 

premium of 6.4 percent as shown on Schedule D-4.9. In other words, the higher risk 

premium associated with the lower current interest rate would not necessarily have 

changed the overall indicated cost of equity from my risk premium model. Further, 

since the forecast interest rate of 4.2 percent is lower than the historical annual 

29 Cassidy COC Sb. at 16. 
30 Bourassa COC Rb. at 12-13. 
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Q. 

A. 

Q. 

A. 

average of 4.5 percent, my risk premium model may understate the indicated cost of 

equity. 

WHY WOULD YOU EXPECT THE RISK PREMIUM TO BE HIGHER 

BECAUSE CURRENT INTREST RATES ARE BELOW THE LONG-TERM 

AVERAGE? 

Because risk premiums tend to vary inversely with interest rates. There is a 

theoretical reason, and many sources of empirical data support the proposition that 

equity risk premiums increase when interest rates decrease. Harris and Marston 

found an inverse relationship, 31 as did Roger Morin in a study reported in chapter 4 

of his 2006 book, New Regulatory Finance. This is important because future 30- 

year Treasury rates are expected to be lower than averages of long-term Treasury 

bond rates, which prevailed during the periods used to determine risk premiums. 

The average of 30-year Treasury bond rates expected in 20 16-20 18 of 4.2 percent is 

higher than rates are currently, but lower than Treasury bond rates were during most 

years used to determine historical relationships between interest rates and equity 

costs (and thus, risk premiums) reported in Rejoinder Schedule D-4.9. 

DOES MR. CASSIY’S RESTATEMENT OF YOUR RISK PREIMIUM 

MODEL TO 9.0 PERCENT CHANGE YOUR OPINION AS TO THE 

RETURN REQUIRED FOR QCW? 

No. Assuming Mr. Cassidy is correct, adding 100 basis points for the additional risk 

associated with QCW to his 9.0 percent result yields 10.0 percent, which is the same 

as my recommendation of 10.0 percent for QCW. 

31 Harris and Marston, “Estimating Shareholders Risk Premia Using Analysts’ Growth 
Rates,” Financial Management, Summer 1992. 
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Quail Creek Water Company 
Test Year Ended December 31,2013 

Cost of Preferred Stock 

Exhibit 
Rejoinder Schedule D-3 
Page 1 
Witness: Bourassa 

Line 
- No. 

1 End of Test Year End of Proiected Year 
2 
3 Description Shares Dividend Shares 
4 of Issue Outstanding Amount Requirement Outstanding Amount Requirement 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 SUPPORTING SCHEDULES: 
22 E-1 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Dividend 

NOT APPLICABLE, NO PREFERRED STOCK ISSUED OR OUTSTANDING 

RECAP SCHEDULES: 
D-I 



Quail Creek Water Company 
Test Year Ended December 31,2013 

Cost of Common Equity 

Line 
No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 SUPPORTING SCHEDULES: 

The Company is proposing a cost of common equity of 10.00% . 

18 E-1 
19 D-4.1 to D-4.15 
20 

RECAP SCHEDULES: 
D- 1 

Exhibit 
Rejoinder Schedule D-4 
Page 1 
Witness: Bourassa 
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Docket No. W-02514A-140343 

5-YR 1.53% 
7-YR 1 .SO% 
IO-YR 2.14% 

AVG 1.86% 

Quail Creek Water Company, Inc. Cost of Capital Calculation 
Final Cost of Equity Estimates 

Sample Water Utilities 

Expected Dividend Yield and Appreuation Potential 
updated as per May 29,2015 Value Line Summary & Index 
Value Line Median Estimated Dividend Yield 2.0% 
Value Line 3-5 year Pnce Appreuation Potential 35% 

Pro Forma Restatement of Surrebuttal Schedule JACJ 
As if Staffs Cost of Equity Estimate were based on the Average of 

Staffs DCF and CAPM Cost of Equity Estimation Models 

DCF Method 

Constant Growth DCF Estimate 
Multi-Stage DCF Estimate 
Average DCF Estimate 

CAPM Method 
Historical Market Risk Premium3 
Current Market Risk Premium4 
Average CAPM Estimate 

- Rf -+ ,$' x m  
1.9% + 0.72 x 7.5% 
2.9% + 0.72 x 6.9% ' 

Staffs Estimated Cost of Equity 
Economic Assessment Adjustment 

Sub-Total 
Financial Risk Adjustment 

8.2% 
0.b"O 
8.8% 
- 0.00 0 

1 MSN Money and Value Line 
2 Schedule JAC-8 
3 Risk-free rate (R9 for 5,7, and 10 year Treasury rates from the US. Treasury Department at www.ustreas.gov 
4 Risk-free rate (R9 for 30 Year Treasury bond rate from the US. Treasury Department at www.ustreas.gov 
5 Value Line 
6 Historical Market Risk Premium (Rp) calculated from 2014 Ibbotson SBBI Classic Yearbook data 
7 Testimony 

8 Value Line Appreuation Potential 
Treasury Yields 512712015 

EXHIBIT 
Page 1 

WP Surrebuttal Exhibit JACA 

35% 

http://www.ustreas.gov
http://www.ustreas.gov


Docket No. W-02514A-14-0343 

5-YR I .53% 
7-YR 1 .SO% 
IQYR 2.14% 

AVG 1.86% 

EXHIBIT 
Page 2 

Expected Dividend Yield and Appreuation Potential 
updated as per May 29,2015 Value Line Summary & Index 
Value Line Median Estimated Dividend Yield 2 0% 
Value Line 3-5 year Price Appreciation Potential 35% 

Quail Creek Water Company, Inc. Cost of Capital Calculation 
Fmal Cost of Equity Estimates 

Sample Water Utilities 

Pro Forma Restatement of Surrebuttal Schedule JACJ 
As if Staff's Cost of Equity Estimate were based on the Average of 

Staff's DCF and CAPM Cost of Equity Estimation Models 

[AI PI [CI PI PI 

DCF Method 

Constant Growth DCF Estimate 
Multi-Stage DCF Estimate 
Average DCF Estimate 

CAPM Method 
Histoncal Market Risk Premium3 
Current Market h s k  Premium4 
Ax.erage CAPM Estimate 

D U ! & ! + & ?  
2.8% + 6.3% 

- Rf + h5 x m  
1 9% + 0.72 x 7.5% 
2.9'b + 0.72 x 9.6'0 ' 

Staffs Estimated Cost of Equity 
Economic Assessment Adjustment 

Sub-Total 
Financial Risk Adjustment 

8.9% 
o.60'0 
9.5% 

1 MSN Money and Value Line 
2 Schedule JAC-8 
3 Risk-free rate (Rf) for 5,7, and 10 year Treasury rates from the US. Treasury Department at www.ustreas.gov 
4 Risk-free rate (Rf) for 30 Year Treasury bond rate from the U.S. Treasury Department at www.ustreas.gov 
5 Value Line 
6 Historical Market Risk Premium (Rp) calculated from 2014 Ihhotson SBBI Classic Yearbook data 
7 Testimony 

8 Value Line Appreuation Potential 
Treasury Yields 5/27/2015 

35% 

http://www.ustreas.gov
http://www.ustreas.gov
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. ,  
Insider Decisions 

Gal- 
endar 
2012 
2013 
2014 
2015 
2016 

Gal- 
endar 
2012 
2013 
2014 
2015 

1Q2014 42014 1pZO16 percent 24 
bOvY 81 99 86 shares 16 
t&d 86 87 93 traded 8 
Hld's(000) 23032 23380 23637 
1999 1 2000 I 2001 I 2002 2003 I 2004 

QUARTERLY REVENUES (S mill.) FUII 
Mar.31 Jun. 30 Sep. 30 Dec. 31 Year 
107.6 114.3 133.5 111.5 466.: 
110.6 120.7 130.9 109.9 472.' 
102.0 115.6 138.3 109.9 4 6 9  
100.9 717.7 f40 172 470 

f05 f25 f50 120 500 
EARNINGS PER SHARE A FU~I 

Year 
.27 .40 .49 .26 1.41 
.35 .43 .53 .30 1.61 
.28 .39 .54 .36 1.57 
.32 .44 5 4  30 1.60 

Mar.31 Jun. 30 Sep. 30 Dec. 31 

26.87 I 30.24 1 30.24 I 30.36 I 30.42 I 33.5C 
17.1 I 15.9 1 16.7 I 18.3 I 31.9 1 23.2 

e to rounding. 

September, and December. rn Div'd rein- 
ridends historically paid in eally March, 

!nt Dlan available. 

.97 1.03 .86 1.00 1.82 1.22 
4.2% 4.2% 3.9% 3.6% 3.5% 3.6% 

CAPITAL STRUCTURE as of 3/31/15 
Total Debt $326.0 mill. Due in 5 Yrs $41.6 mill. 
LT Debt $325.7 mill. LT Interest $21.5 mill. 

(40% of Cap'l) 

Leases, Uncapitalized: Annual rentals $0.4 mill. 
Pension Assets-12/14 $140.6 mill. 

Pfd Stock None. 

Common Stock 37,779,984 shs 
as of 5/1/15 

MARKET CAP: $1.5 billion (Mid Cap) 
CURRENT POSITION 2013 2014 3/31/15 

Cash Assets 38.2 76.0 74.7 
153.4 133.5 114.7 Other 

Current Assets 191.6 209.5 189.4 

Oblig. $185.2 mill. 

($MILL.) 

--- 

(C) In millions, adjusted for splits. Company's Financial Strength A 
Stock's Price Stability 85 
Price Growth Persistence 75 
Earninos Predictabilitu RS 

Accts Payable 49.8 41.9 37.0 
Debt Due 6.3 .3 .3 

44.8 57.1 59.4 Other 
Current Liab. 100.9 99.3 96.7 

--- 

L) Pnmary earnings Exdudes nonrecumng 
Iins/(losses) '04, 74, '05, 134, '06, 3$, '08, 
44), ' ID, (234) '11, I O $  Next earnings report 
Je mid-Auaust Quarterlv earninas mav not 

add 
(6) 
Junc 
vest 

2016 I .31 .46 5 7  .37 I 7.65 
Cal- 1 QUARTERLY DMDENDS PAID 6. I FUII 

,1775 ,1775 

.....-, 
)_. 
__ 

a 2005 
7.03 
1.32 
.66 
.45 

2.12 
7.86 

33.60 
21.9 
1.17 

3.1% 
236.2 
22.5 

47.0% 

50.4% 
49.6% 
532.5 
713.2 
5.4% 
8.5% 

2.8% 
67% 

BUSlL 

__ 

- 
__ 

- 

_ _  - 
- 
__ 

a . 5 ~ ~  - 

- 
SS: American 

company. Through its I 

1 Trailing 24 1 RELATIVE 

19.8 Target Price Rang 
2018 2019 2021 I I  15.6 I 1 I ;::A I ~ "3:; I I 1 

I i I I I I I i I 
I 

60 
50 
40 
30 

2.11 2.13 2.48 2.65 2.67 2.70 2.80 "Cash F1ow"persh 
1.11 1.12 1.41 1.61 1.57 f.60 1.65EamingspershA 
.52 .55 .64 .76 .E3 .88 .93 Div'd Decl'd persh B. 

2.12 2.13 1.77 2.52 1.89 2.05 2.10 Cap'lSpending persh 
10.13 10.84 11.80 12.72 13.24 f3.80 f4.25 BookValuepersh 
37.26 37.70 38.53 38.72 30.29 38.00 37.50 Common Shs Outst'g C 

15.7 15.4 14.3 17.2 20.1 soid figirres are Avg Ann'l PIE Ratio 
1.00 .97 .91 .97 1.06 w e L i n e  Relative PIE Ratio 

3.0% 3.2% 3.1% 2.7% 2.6% Ava Ann'l Div'd Yield 

18-20 
f5.3! 
3.70 
2.7! 
f.7: 
2.41 

15.4 
37.51 
20.5 
f.36 

2.5% 

- 

- 
- 

575 

38.0% 
20% 

42.0% 
58.0% 

f070 
1240 

8.5% 
f3.0% 

6.0% 
52% 

- 80.1 

~ 

- 13.0% 

:ounty ates Water Co. operates as a holding the city of Big Bear Lake and in areas of San Bernardin 
ncipal subsidiary, Golden States Water Sold Chaparral City Water of Arizona (6111). Has 707 er oyees. 

Company, it supplies water to 258,191 customers in 75 com- Blackrock, Inc., owns 9.8% of out. shares; Vanguard, 8.5 off. & 
munities and 10 counties. Sewice areas indude the greater dir. 1.5%. (4115 Proxy). Chairman: Lloyd Ross. President 8 CEO: 
metropolitan areas of Los Angeles and Orange Counties. The corn- Robert J. Sprowls. Inc: CA. Addr 630 East Foothill Boulevard, San 
pany also provides electric utility sewices to 23,716 customers in Dimas, CA 91 773. Tel: 909-394-3600. Internet: www.aswater.com. 

American States Water's main subsidi- 
ary should not be impacted by the 
ongoing drought in California. As is 
the case with two other water utilities in 
this group, the company's main business is 
located in the Golden State. Governor 
Jerry Brown implemented mandatory 
restrictions on water usage aimed at 
reducing demand about 25%. A decline in 
consumption used to have a negative im- 
pact on a utility's bottom line. This has not 
been the case for the last few years, as the 
California Public Utility Commission 
(CPUC) changed the way companies oper- 
ating under its jurisdiction calculated net 
income. Based on the new structure, utili- 
ties' income is more of a fixed rate charge 
(similar to a service fee) rather than one 
determined by the quantity of water sold. 
Earnings growth probably will not be 
too impressive over the next two 
years. One reason is that American States 
is close to the allowed return on equity 
that is set by the CPUC. All told, we ex- 
pect the company's share earnings to only 
rise 2% in 2015, followed by a 3% gain in 
2016. 
American States' balance sheet is 

strong for a water utility. Of the nine 
members in this industry, only one of the 
company's peers can match its A Financial 
Strength rating. Indeed, American States 
was the only regulated company to end 
last year with an equity-to-total capital 
ratio over the 60% level. Like the rest of 
the industry, the company has a large 
projected capital budget through late in 
the decade. And even though certain of its 
financial metrics will decline through that 
time, American States should remain in 
sound financial condition. 
Short-term and technical-investors 
may find these shares of interest. Ear- 
ly last month, our proprietary system 
raised the ranking of American States' 
stock one notch to 2 (Above Average) for 
year-ahead relative price performance. On 
July 3rd. the Technical rank was also 
raised to 2. 
On the other hand, long-term inves- 
tors may want to wait on the sidelines 
for now. Total return prospects for Amer- 
ican Water shares through 2018-2020 are 
subpar, as they are already trading within 
our projected Target Price Range. 
James A. Flood July 17, 2015 

- - I  
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- 
18.4 
13.2 Target Price Rang 

2018 12019 12021 

j.f&.3 3" ir/is 

haded? in0 

2018.20 PROJ CTI S 5.for.4 swi  9/13 
Ann'l Total O p :  Yes 

Low 30 
Insider Decis ions 

Institutional Decis ions 

SAPITAL STRUCTURE as of 3/31/15 
rota1 Debt $1675.1 mill. Due in 5 Y n  $437.0 mill. 
-T Debt $1595.0 mill. 

'ension Assets-12/14 232.4 mill. 

Vd Stock None 
:ommon Stock 177,069,729 shares 

MARKET CAP: $4.5 billion (Mid Cap) 

LT Interest $70.0 mill. 
(49% of Cap'l) 

Oblig. $281.2 mill. 

IS  Of 4/23/15 

NRRENT POSITION 2013 2014 3/31/15 

5.1 
95.4 
11.4 
59.8 
171.7 
65.8 
123.0 
78.1 
266.9 
- 

(WILL.) 
:ash Assets 
ieceivables 
nventoty (AvgCst) 
Xhw 
:urrent Assets 
lccts Payable 
Iebt Due 
?her 
mrent  Liab. 

4.1 
97.0 
12.8 
38.6 
152.5 
60.0 
70.0 
95.3 

225.3 

9.3 
95.4 
12.6 
46.9 
164.2 
34.7 
80.1 
90.3 

205.1 

- 

\NNUAL RATES Past 
f change (per sh) 10 Yrs. 
tevenues 5.5% 
Cash Flow" 8.0% 
:arnings 8.5% 
lividends 7.5% 
iook Value 

Past Est'd '12-'14 

3.0% 4.5% 
8.0% 9.5% 
13.0% 8.0% 
7.0% 9.0% 
6.5% 5.5% 

S Y ~ .  t o ~ a - ' ~  

1016 1 .26 .33 .41 .30 I 1.30 
Gal- 1 QUARTERLY WIDENDS PAIDB. I FUII 

152 

es rece 

7 - 
- 

5 - 
- 
d 
2005 
3.08 
.97 
.57 
.32 
1.47 
5.04 

161.21 
31.8 
1.69 
1.8% 

- 

__ 

__ 
- 

496.8 
91.2 

38.4% 

52.0% 
48.0% 
1690.4 

6.9% 
11.2% 
11.2% 
4.9% 
56% 

__ 

_ _  __ 

- 

2280.0 

- 

- 
Busin 

533.5 602.5 
92.0 95.0 

39.6% 38.9% 

51.6% 55.4% 
48.4% 44.6% 
1904.4 2191.4 
2506.0 2792.8 
6.4% 5.9% 
10.0% 9.7% 
10.0% 9.7% 
3.7% 3.2% t SS: 63% Aqua Amei 67% 

and wastewater utilities 
dents in Pennsylvania, 

a, Inc. is the hi 
at serve approx 
hio. North Car0 

.". 

2010 
4.21 
1.42 
.72 
.47 

1.89 
6.81 

172.46 
21.1 
1.34 
3.1% 

- 

__ 
- 

726.1 
- 124.0 
39.2% 

56.6% 
43.4% 
2706.2 
- 3469.3 
5.9% 
10.6% 
__ 10.6% 
3.7% 
65% 

_ _  - 

%ptxTT2 16.8 20.6 22.4 

..... ...". .:.... ...... ...a _...._ ., --- 

4.10 4.32 4.32 4.37 
1.45 1 If: I 1.82 1 1.89 
.a3 1.16 1.20 

1.34 I 1.39 1 1.19 1 1.10 
2.8% 2.8% 2.4% 2.5% 
712.0 757.8 768.6 779.9 
144.8 153.1 205.0 213.9 
32.9% 39.0% 10.0% 10.5% 

- - I  - - I  1.1%1 2.4% 
52.7% 1 52.7% 1 48.9% I 48.5% 

48 
40 
32 
24 
20 
16 
12 

3yr. 32.2 64.2 
5yr.  97.7 113.9 

.7f 1 
1.95 1 

.77 1 Div'd Gci'd per sh B= 
2.00 1 Cap'l Spending per sh 

9.65 
176.50 175.00 Common Shs Outst'g C 

Bold tigigit- are Avg Ann'l P b  Ratio 

Avg Ann'l Div'd Yield 

10.05 Book Value per sh 

Line Relative PIE Ratio 
estimates 

805 825 Revenues ($mill) 
225 230 Net Profit ($mill) 

18.0% 20.0% Income Tax Rate 
2.0% 2.5% AFUDC % to Net Profit 

49.5% 50.0% Long-Term Debt Ratio 
50.5% 50.0% Common Equity Ratio 

3370 3505 Total Caoital IJmillI 
4550 1 4700 1 Net Plan; (Sm'ill) ' 

8.0% I 7.5% \Return on Total Cap'l 

I I 

ling company for water 17%; industrial & other, 15%. Ofticers and directors own .E 

i 8-20 - 
5.71 
3.05 
1.6! 
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2.01 
f1.41 

f70.01 
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1.3! 

3.1% 
971 
- 281 
27.0% 
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3955 

8.5% 
14.5% 
- 14.5% 

6.0% 
59% 

of the 
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- 
ately three million resi- wmmon stock; Vangurad Group, 6.6%; State Street Capital Corp., 
a. Illinois. Texas, New 6.3%: Blackrock. Inc. 6.1% (4114 Proxvl. Chairman: Nicholas 

Jersey, Florida,-Indiana, and five other states. Has 1,617 employ- DeBenedictis. CEO: Christophe; Franklin. incorporated: Pennsylva- 
ees. Acquired Aquasource, 7103, Consumers Water, 4199; and nia. Address: 762 West Lancaster Avenue, Bryn Mawr, Pennsylva- 
others. Water supply revenues '14: residential, 68%; commercial, nia 19010. Tel.: 610-525-1400. Internet: www.aquaamerica.com. 

We expect Aqua America to raise the and modernize their infrastructure. As the 
dividend at least 7% in the third second largest water utility in the country, 
quarter. The water utility should Aqua can cut redundancies and reduce 
maintain its tradition of hiking the annual costs of the purchased water systems 
payout by more than the industry average. while improving the service. This strategy 
We think earnings gains will be mod- is responsible for the company's strong 
est through 2016. Aqua had a better- earnings record as it has made 300 acqui- 
than-expected first quarter, but we are sitions to date. 
sticking with our 2015 earnings estimate A new CEO has been selected. There 
of a $0.05 gain to $1.25, followed next year had been some concern regarding Nicholas 
by a similar nickel increase to $1.30. Our DeBenedictis stepping down after 23 years 
share-earnings forecasts could prove con- at the helm, in which the company's mar- 
servative as they don't include gains from ket capitalization rose from $100 million 
assets sales, which have added between to $4.3 billion. Chris Franklin, a 20-year 
$0.06 and $0.10 a share to bottom line veteran of Aqua, was chosen as the re- 
over the past three years. placement and Wall Street seemed 
Nonregulated operations have long- satisfied with the selection. 
term potential. Despite a lot of fanfare, These neutrally ranked shares should 
these businesses will most likely account appeal to patient, income-oriented in- 
for only 4%-5% of revenues in 2015. Still, vestors seeking to diversify into the 
margins and growth prospects are higher water utility industry. The stocks total 
than in the utility sector. return potential out to 2018-2020 is close 
Aqua is on pace to make about 25 ac- to the average of all equities in the Value 
quisitions this year. There are over Line universe. This stock appears 
50,000 municipal and private waters com- worthwhile on a risk-adjusted basis as it 
panies in the U.S. Most are small and do has a very low Beta, solid finances, and 
not have the capital required to meet new well-defined earnings. 
environmental standards and to update James A. Flood July 17, 201: 
!amings report due mid-Aug. (C) In millions, adjusted for stock splits. Company's Financial Strength A 
vidends historically paid in early March, Stock's Price Stability 95 

ble (5% discount). Earninas Predictabilitv 100 
Sept. 8 Dec. Div'd. reinvestment plan Price Growth Persistence 60 
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Trailing: 17.8 R E I A M  CALIFORNIA WATER N Y S E ~ ~  

SAFETY 3 Lowered 7127107 E G 7 / J f ; m S  

TECHNICAL 2 Raised713115 
BETA .75 (1.00 = Market) 2-for-1 soli 6/11 

I%! 23.70 JBo Igl0(led.n:20.0)1PIEgTl0 IIOO1!:iD 2.9%- 
nMEJ,JESS 3 ~~i~d6/20/14 High: 19.0 21.1 22.9 22.7 

Low: 13.0 15.6 16.4 17.1 

divided b Interest Rate 
Relative Brice Strength , , , , 

951 12-4598 Tel 408-367-8200 Internet www calwa6rgroup com 

second half of 2014. This should enable 
share earnings to rise 5%, to $1.25, in 
2015, and remain unchanged in 2016. 
A new rate case was recently filed. 
California water utilities are required to 
file rate cases every three years. California 
Water is seeking hikes of $95 million in 
2017, $23 million in 2018, and $23 million 
in 2019. Like most of its peers, the utility 
is spending to upgrade and modernize its 
pipeline infrastructure. A final decision by 
regulators (the CPUC) is expected in 20 17. 
California regulators have generally 
been constructive in dealing with 
water utilities. One of the most impor- 
tant factors affecting a utility is how a 
state treats companies under its jurisdic- 
tion. The CPUC realizes that maintenance 
work on water infrastructure has been 
neglected in the past and more money 
must be spent to improve services. 
These shares’ total return potential 
through late decade is slightly below 
average. Still, conservative investors will- 
ing to accept less of a payoff in exchange 
for low volatility might find this stock 
suitable. 
James A.  Flood Julv 17. 20lt 
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Mar.31 Jun.30 Sep.30 Dec.31 Year 
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CAPITAL STRUCTURE as of 3/31/15 
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ofchange(persh) 1OYrs. 5Yn. toW’20 
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Cash Flow“ 6.0% 5.5% 5.5% 

Earnings 5.0% 4.0% 7.5% 
Dividends 1.5% 2.0% 7.0% 
Book Value 5.5% 5.0% 5.5% 

(E) Excludes non-reg. rev. Company’s Financial Strength B++ 
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1.93 1.93 2.07 2.32 2.21 2.47 2.60 
.98 .91 .86 1.02 1.02 1.19 1.25 
.59 .60 .62 .63 .64 .65 .67 

2.66 2.97 2.83 3.04 2.58 2.76 2.50 
10.13 10.45 10.76 11.28 12.54 13.11 13.75 
41.53 41.67 41.82 41.98 47.74 47.81 48.00 

19.7 20.3 21.3 17.9 20.1 19.7 Boldfi! 

1.31 1.29 1.34 1.14 1.13 1.04 
3.1% 3.2% 3.4% 3.5% 3.1% 2.8% 
449.4 I 460.4 1 501.8 I 560.0 1 584.1 I 597.5 1 615 
40.6 1 37.7 1 36.1 1 42.6 1 47.3 1 56.7 1 57.5 

40.3% 39.5% 40.5% 37.5% 30.3% 33.0% 28.5% 
7.6% 4.2% 7.6% 8.0% 4.3% 2.7% 2.0% 

47.1% 52.4% 51.7% 47.8% 41.6% 40.1% 43.0% 
52.9% I 47.6% I 48.3% I 52.2% 1 58.4% I 59.9% 1 57.0% 
794.9 1 914.7 1 931.5 I 908.2 I 1024.9 I 1045.9 I f f 6 0  

1198:; 1 12;:. 1 13:,l:l 1 141#: 1 15:; 1 151: 1 f: 
6.5% 5.5% 5.5% 6.3% 6.0% 6.3% 6.5% 
9.6% 8.6% 8.0% 9.0% 7.9% 9.1% 9.0% 
9.6% 8.6% 8.0% 9.0% 7.9% 9.1% 9.0% 
3.8% 3.0% 2.3% 3.4% 3.4% 4.1% 4.0% 
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1 yr. -3.0 3.2 
__ 3yr. 35.5 64.2 
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13.25 Revenues persh f6.81 
2.65 “Cash Flow” per sh 3.20 

f.5! 
.69 Div’d Decl’d per sh .9i 

2.60 Cap’l Spending per sh 3.1t 
14.25 BookValue persh f6.00 
48.00 Common Shs Outst‘g 50.01 
e~ are Avg Ann’l PIE Ratio 20.0 

Relative PIE Ratio 1.25 
Avg Ann’l Div’d Yield 3.2% 

635 Revenues ($mill) E 841 

29.5% Income Tax Rate 36.0% 
4.5% AFUDC oh to Net Profit 5.0% 

43.5% Long-Term Debt Ratio 41.5% 
56.5% Common Equity Ratio 58.5% 

1215 Total Capital ($mill) 1370 
f730 Net Plant ($mill) 1820 
6.0% Return on Total Cap’l 7.0% 
8.5% Return on Shr. Equity 9.5% 
8.5% Return on Com Equity 9.5% 
3.5% Retained to Corn Eq 3.5% 
58% All Div’ds to Net Prof 63% 

- 
- 

2016 @VALUE LINE PUB. LLC ” 8-20 

1.25 Earnings per sh A 

57.5 Net Profit ($mill) 77.5 

I I 

z Group provides regulated and quired Rio Grande Corp; West Hawaii Utilities (9108). Revenue 
77,900 customers in 85 cow breakdown. ‘14: residential, 68%; business, 19%; industrial, 5%; 
Accounts for over 94% of total public authorities, 3%; other 5%. ‘14 reported depredation rate: 

ngton, New Mexico, and Hawaii. 4.0%. Has 1,105 emolovees. President. Chairman. and CEO: Peter 
FranusmBay area Sacramento Vallev C Nelson Inc DE Address 1720 North First St San Jose CA 

Salinas Vallev. San Joaauin Vallev &.Darts of Los Anoeles. Ai-  

The state’s historic drought should re- 
sult in a sharp decline in demand by 
California Water’s customers. In 
response to the lack of rainfall, Governor 
Brown mandated a 25% reduction in ur- 
ban, potable water use. The new regu- 
lations are established to achieve water 
use decreases of between 8% and 36%. 
compared to the amount consumed in 
2013. Surcharges will be assigned to those 
who fail to meet the new regulations. 
The conservation measures should 
not have a major impact on the com- 
pany. In order to cut water usage, Califor- 
nia established mechanisms that changed 
how water utilities make a profit. Accordi- 
ng to the new methodology, revenues and 
earnings were switched from a “quantity 
based to a “fixed-rate charge” system. 
Basically, a water company will not be 
penalized if demand falls. Revenues are 
now constructed to be more like a service 
Fee. 
We expect earnings to increase by a 
decent amount this year and be flat in 
2016. As a result of a petition for higher 
rates filed in 2012, California Water was 
allowed to institute higher rates in the 

I sh. 
millions, adjusted for splits. 
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52.5% Common Equity Ratio 
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6.5% Return on Total Cap'l 
10.0% Return on Shr. Equity 
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11.60 
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SAPITAL STRUCTURE as of 3131115 
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XJRRENT POSITION 2013 2014 3/31/15 
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Cash Flow" 4.0% 7.5% 4.5% 
Zarnings 4.0% 9.0% 4.5% 
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19.7 22.6 27.6 21.6 91.! 
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?nt plan available. 
millions, adjusted for split. 
Judes intangibles. In 2014: $31.7 mil- 

d-August. Quarterly earnings do no1 add in 

(E) Dividends histoncally paid in mid-Mar&, 
2012 due to rounding. 

lion/$2.85 a share. 
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jS: Connecticut Water Service, Inc. is a non-operating Januaiy, 2012; 
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29.2 64.2 
5yr.  91.4 113.9 

holding company, whose income is denved from earnings of I& cornorated Connecticut Has 265 ernolovees 
wholly-owned subsidiary companies (regulated water utilities). In 
2014, 93% of net income was derived from these activities. Pro- 
vides water services to 400,000 people in 77 municipalities through- 
out Connecticut and Maine. Awuired The Maine Water Comoanv. 

/& 12.51 

3.60 
2.2! 
1.31 
2.8! 

24.1: 
12.01 
19.0 
f.21 

2.8% 
151 

27.1 
30.0% 

47.5% 
52.5% 

550 
675 

6.W 
9.5% 
9.5% 
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12. In- 
Chair- 

__ 
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- 

- 

__ 

- 2.0% 
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58% - 

man/President/Chief Executive Officer: Eric W. fhomburg. Officers 
and directors own 2.3% of the wmrnon stock; BlackRock Inc. 
7.0%; (4115 proxy). Address: 93 West Main Street, Clinton, CT 
06413. Telephone: (860) 669-8636. Internet w.ctwater.com, 

been able to improve margins by wringing 
duplicate costs from the consolidated oper- 
ations. Moreover, the utility will be ex- 
panding the pipeline infrastructure to sup- 
ply the University of Connecticut and the 
greater Mansfield area. A key permit was 
approved in late May and construction 
should take around 18 months to com- 
plete. 
Connecticut Water might not be big, 
but it is solid. With a market capitaliza- 
tion of only $400 million, the utility is on 
the small side. Still, the balance sheet is 
healthy, and should remain so for the 
foreseeable future. This is very positive in 
light of the larger amounts that have to be 
spent to replace an aging distribution sys- 
tem. (The industry is in the midst of a 
major refurbishing program.) 
Shares of Connecticut Water are ex- 
pected to perform in line with the 
broader market averages in the year 
ahead. The dividend yield is 100 basis 
points above that of the typical stock in 
the Value Line universe. Potential total re- 
turn through 2018-2020 is lower than the 
average equity, however. 
James A. Flood July 17, 2015 
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1.15 
.77 

f.80 
12.75 
16.25 

Bold fi! 
Valu 
esL 

__ 

- 
- 

6 

3yr. 32.6 64.2 
5vr.  72.3 113.9 

shares 8 
traded 4 m 2013 

7.19 
1.72 
1.03 
.75 
1.26 
11.82 
15.96 
19.7 
1.11 
3.7% 
114.8 
16.6 

34.1% 
1.9% 
40.4% 
58.7% 
321.4 
446.5 
5.9% 
8.7% 
8.7% 
2.4% 
73% 

__ 

__ 
__ 

- 

- 
- 

__ 

__ 

, 
2016 OVALUE LINE PUB. LLC m a  

7.70 Revenues per sh 9.10 
2.00 “Cash Flow” per sh 
1.20 Earnings per sh * 
.78 Div’d Decl’d persh B. 

2.00 Cap’l Spending per sh 
13.25 Book Value per sh 
f6.25 Common Shs Outst’g C 

2.25 
1.35 
.85 

2.00 
14.30 
17.00 

iw Relative PIE Ratio 1.30 ’= Avg Ann’l Div‘d Yield 3.1% 
f25 Revenues ($mill) 155 
18.6 Net Profit ($mill) 23.0 

34.0% Income Tax Rate 34.0% 
f.5% AFUDC % to Net Profit 2.5% 

42.0% Long-Term Debt Ratio 43.5% 
57.5% Common Equity Ratio 56.5% 

375 Total Capital ($mill) 430 
505 Net Plant ((mill) 550 

6.0% Return on Total Cap’l 6.% 
9.0% Return on Shr. Equity 9.5% 
9.0% Return on Com Equity 9.5% 
3.0% Retained to Com Eq 3.5% 
65% All Div’ds to Net Prof 63% 

s are Avg Ann’l PIE Ratio 20.5 

CAPITAL STRUCTURE as of 3131115 
Total Debt $158.9 mill. Due in 5 Yrs $49.8 mill 
LT Debt $137.8 mill. LT Interest $4.6 mill. 

(41% of Cap’l) 

Oblig. $75.0 mill 
Pension Assets-12/14 $51.6 mill. 

Pfd Stock $2.4 mill. Pfd Div’d: $.2 mill. 

Common Stock 16,141,954 shs. 
as of 4130115 

74.6 I 81.1 1 86.1 I 91.0 1 91.2 1 102.7 120 
18.6 

34.5% 
1.0% 

40.5% 
__ 58.5% 

350 
485 
- 6.5% 

9.0% 
9.0% 
3.0% 
67% 

__ 

__ 

__ 

8.5 1 10.0 I 11.8 1 12.2 1 10.0 I 14.3 
27.6% I 33.4% 1 32.6% I 33.2% I 34.1% I 32.1% 

41.3% 47.5% 49.6% 51.8% 52.1% 55.8% 
231.7 264.0 268.8 259.4 267.9 310.5 
288.0 317.1 333.9 366.3 376.5 405.9 
5.0% 5.1% 5.6% 5.8% 5.0% 5.7% 
8.2% 7.5% 8.6% 8.6% 7.0% 8.1% 
8.6% 7.8% 8.7% 8.9% 7.0% 8.2% 
6% 1.3% 1.8% 2.0% .l% 2.1% 
94% 84% 79% 78% 98% 75% 

BUSINESS: Middlesex Water Company engages i 
and operation of regulated water utility systems in i 

MARKET CAP: $375 million (Small Cap) 
CURRENT POSITION 2013 2014 3131115 

the ownership 2014, I 
!w Jersey, Del- nues. I 

Middlesex Sys n accounted for 60% of operating reve- ($MILL.) 
Cash Assets 4.8 2.7 5.0 

21.0 20.2 20.6 Other 
Current Assets 25.8 22.9 25.6 

--- 12/31/14, the hnpanv had 282 emplovees..Incom&ated: 
aware, and Pennsylvania It also operates water and wastewater 
systems under contract on behalf of muniapal and pnvate clients in 
NJ and DE Its Middlesex System provides water services to 60,000 
retail customers Dnmanlv in Middlesex Countv New Jersev In 

NJ. President, CEO, and ‘Chairman: Dennis W, Doll. Officers & 
directors own 3.5% of the common stock, BlackRock Institutional 
Trust Co., 6.6% (4115 proxy). Add.: 1500 Ronson Road, Iselin, NJ 
08830. Tel.: 732-634-1500, Internet: w.middlesexwater.com. 

2016, we are anticipating a rise in share 
earnings of $0.05, to $1.20. 
The utility has petitioned state regu- 
lars for a rate hike. Earlier this year, a 
request was filed in New Jersey to raise 
customers’ bills by $9.5 million, or 13.5%. 
As is the case with most water companies, 
Middlesex needs to allocate more funds to 
repair and upgrade its pipeline infrastruc- 
ture. Thanks to a relatively reasonable ex- 
isting price structure, the size of the pro- 
posed rate increase is not as burdensome 
as it may sound. If the regulators allow 
the request to be implemented, the aver- 
age bill of a residential customer would 
only go up by about $25 a quarter. Predict- 
ing when a decision will be finalized is dif- 
ficult, but it could take well more than a 
year. A very positive ruling by mid-2016, 
however, would most likely cause us to up 
our full-year earnings estimate. 
Finances are in good shape. Based on 
its $375 million market capitalization, 
Middlesex is a small entity. Still, using 
most financial metrics, the company’s bal- 
ance sheet compares favorably to most in 
this group. 
James A.  Flood July 17, 2015 

Company’s Financial Strength B++ 

Price Growth Persistence 40 
Stock’s Price Stability 90 

Accts Payable 6.3 6.4 7.0 
Debt Due 33.8 24.9 15.5 

12.6 12.6 21.1 
Current Liab. 52.7 43.9 43.6 

--- Other 
Middlesex Water has the highest divi- 
dend yield in the water utility group. 
The average yield for the nine member in- 
dustry is about 2.6%. versus the company’s 
3.5%. 
Generous yields are not necessarily a 
positive. The reason investors demand a 
premium from Middlesex is due to its sub- 
par dividend growth prospects. Indeed, 
over the past 10 years, payout hikes have 
increased only 1.5% annually. On the posi- 
tive side, the company’s earnings have 
been rising a t  a faster pace, which is 
reflected in an improved payout ratio. 
We believe there are better options 
available for accounts seeking to own 
shares in a water utility. Historically, 
utility stocks with lower yields and better 
distributions prospects, outperform equi- 
ties that have above-average yields and 
below-average dividend growth prospects. 
We are sticking with our previous 
earnings estimates. Mostly as a result of 
rate relief, Middlesex’s first-quarter share 
earnings came in at a solid $0.22, versus 
cur $0.21 forecast. All told, we expect the 
bottom line to increase a modest $0.02 a 
share this year, to $1.15 a share. For 
ug., and November.. Div‘d reinvestment I 

ANNUAL RATES Past Past Est’d ’12-’I4 
of change (persh) 10 Yrs. 5 Yrs. to ’18-’20 
Revenues 1.5% 1.5Ok 6.5% 
Cash Flow 3.5% 3.0% 5.5% 

Earnings 4.0% 4.5% 5.0% 
Dividends 1.5% 1.5% 2.0% 
Book Value 4.5% 3.0% 2.5% 
Cal- QUARTERLY REVENUES (S mill.) FUII 

endar Mar.31 Jun. 30 Sep. 30 Dec. 31 Year 
2012 23.5 27.4 32.4 27.1 110.‘ 
2013 27.0 29.1 31.3 27.4 114.f 
2014 27.1 29.2 32.7 28.1 117.1 
2015 28.8 30.0 33.0 28.2 120 
2016 29.0 31.0 35.0 30.0 f25 
Gal- EARNINGS PER SHARE A Full 

mdar M a r 3  Jun. 30 Sep. 30 Dec. 31 Year 
2012 .I1 .24 .38 .I7 .90 
2013 .20 .28 .36 .19 1.03 
2014 .20 .29 .42 .22 1.13 
2015 .22 .30 .43 .20 1.15 
2016 2 2  .32 .45 2 1  1.20 
Gal- QUARTERLY DIWDENDS PAID E. FUII 

mdar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2011 ,183 ,183 ,183 ,185 .73 
2012 .I85 ,185 ,185 ,1875 .74 
2013 ,1875 ,1875 ,1875 .I9 .75 
2014 .I9 .I9 .19 ,1925 .76 
2015 ,1925 ,1925 

L) Diluted earnings. May not sum due to I Ma) 
Nunding Next earnings report due mid- plan available. 
ugust. 1 (CI In millions, adjusted for sDlits. 



Gal- 
mdar 
2012 
2013 
2014 
2015 
2016 
Gal- 
mdar 
2012 
2013 
2014 
2015 

QUARTERLY REVENUES (I mill.) FUII 
Yar.31 Jun. 30 Sep. 30 Dec. 31 Year 

51.1 65.6 82.4 62.4 261.: 
50.1 74.2 85.2 67.4 276.! 
54.6 70.4 125.4 69.3 319.' 
62.1 73.0 89.0 70.9 295 
60.0 75.0 90.0 75.0 300 

EARNINGS PER SHARE" Full 
Year 

.06 .28 .53 .31 1.18 

.07 .37 .44 .24 1.12 

.04 .34 1.88 2 8  2.54 

.23 .37 5 3  .32 1.45 

Mar.31 Jun. 30 Sep. 30 Dec. 31 

2011 
2012 
2013 
2014 
2015 

,173 ,173 . I 73  . I 73  .69 
,1773 ,1775 ,1775 ,1775 .71 
,1825 ,1825 ,1825 ,1825 .73 
,1875 ,1875 ,1875 ,1875 .75 
,1950 ,195 

(C) In millions, adjusted for stock splits. Compan 's Financial Strength B+ 
Stock's &ice Stability 85 
Price Growth Persistence 30 
Earninas Predictabilihr 55 

5 RELATIVE ! I k o  21 I Trailing: 11.3' 
1 ( Median: 24.0, SJW CORP, NYSE-SJW I 

30 4 
18 2 

- 
28.; 
21.f 

- 
26.8 
20.9 

- 
26.E 
22.E 

- 
30.1 
24.5 

- 
33.7 
25.5 

TIMELINESS 3 Raised518115 Low: High: 1 14.6 16.1 27.8 1 
- 1.50 x Dividends p sh 

SAFETY 3 New4122111 
TECHNICAL 3 Lowered 7110115 divided b lnteresl Rate 

, , , , Relative 6, strensth 

1 
LEGENDS 

BETA .EO (1 .XI = Market) 3-101-1 spin 3/04 
2018-20- 0 tions: spin No 3106 

Ann'l Total >haded area rnd 
Price Gain Return 

High 45 (+45% 72% 
Low 30 (-5%j 2% - 

A S 0 N D J F M A 
ll~il"l'l'l 

tbBW 1 1 0 0 2 0 1 3 0  
3plions 0 0 0 1 0 0 0 0 0 ,  

Institutional Decisions v 

Insider Decisions t"trii' 

bsen o 1 o 1 o o i o o * *-...... ..., ~ u I  ...( 
I..- ...-... - 

b. .' - 
111111111 
2014 

15.76 
4.42 
2.54 

.75 
5.02 

17.75 
20.29 

11.2 
.59 

2.6% 
319.7 
51.8 

32.5% 
1 .0% 

51.6% 

744.5 
963.0 
8.3% 

14.4% 
__ 14.4% 
10.2% 

29% 
exas. 

- 

- 

__ 
__ 

- 

- 

- 48.4% 

- 

.. 
E 
2015 

14.40 
3.50 
1.45 
.78 

5.00 
18.30 
20.50 

BoM fis 
YalUl 
es til 

- 

- 

__ 
__ 

- 
295 
29.5 

37.0% 
1.0% 

51.0% 
- 49.0% 

775 
1000 

7.5% 
7.5% 
3.0% 
54% 

he  cor 

- 

- 5.0% 

- 

- 

~ 

__ 
UlULul 

14.01 
2.97 
1.18 
.71 

5.67 
14.71 
18.67 
20.4 
1.30 

3.0% 
261.5 
22.3 

41.1% 

55.0% 
- 45.0% 
610.2 
831.6 
5.0% 
8.1% 
8.1% 
3.3% 
59% 
pur- 

ter. It- 

2012 

- 

__ 
~ 

- 

~ 

_ _  __ 

__ 

__ 

- 

m 
2010 

11.62 
2.38 

.84 

.68 
5.65 

13.75 
18.55 
29.1 
1.85 

2.8% 
215.6 

15.8 
38.8% 

53.7% 
- 46.3% 

550.7 
785.5 
4.3% 
6.2% 
6.2% 
1.2% 
80% 

- 

__ 

~ 

- 

- 

_ _  - 

- 

~ 

m 2011 
12.85 
2.80 
1.11 
.69 

3.75 
14.20 
18.59 
21.2 
1.33 

2.9% 
239.0 
20.9 

__ 

- 
- 

- 

41.1% 

56.6x 
43.4% 

_ _  

607.9 
756.2 
4.9% 
7.9% 
7.9% 
3.1% 
61 % 

2ductia 
le of u 

__ 

__ 

- 

lllluull 
201 3 

13.73 
2.90 
1.12 
.73 

4.68 
15.92 
20.17 
24.3 
1.37 

2.7% 
276.9 

23.5 
38.7% 
2.0% 

51.1% 

656.2 
898.7 
5.0% 
7.3% 
7.3% 
2.8% 
62% 

Austin, 

- 

__ 
- 

- 

~ 

~ 48.9% 

__ 

- 

3 yr. 30.7 64.2 
5 yr. 50.5 113.9 %k - 

9.86 
2.21 
1.12 
.53 

2.83 
10.72 
18.27 
19.7 
1.05 

2.4% 
180.1 
20.7 

41.6% 
1.6% 

42.6% 
57.4% 
341.2 
484.8 
7.6% 

10.6% 
10.6% 
5.6% 
47% 

BUSll 

- 

__ 
__ 

- 

__ 

__ 

- 

__ 

- 

2009 
1 1.68 
2.21 

3 1  
.66 

3 17 
13.66 
18.50 
28.7 
1.91 

2.8% 
216.1 

15.2 
40.4% 
2.0% 

49.4% 
50.6% 
499 6 
718.5 
4.4% 
6.0% 
6 0% 
1.2% 
80% 

__ 

~ 

- 

- 

- 
- 

- 

- 

- 

14.30 Revenues per sh 
3.60 "Cash Flow" persh 
1.45 Earnings persh A 

.E1 Div'd Decl'd per sh B. 
4.95 Cap'l Spending per sh 

19.05 Bookvalue persh 
21.00 Common Shs Outst'g C 

. e ~  are Avg Ann'l PIE Ratio 
Relative PIE Ratio 
Avg Ann'l Div'd Yield 

300 Revenues ($mill) 
30.0 Net Profit ($mill) 

36.0% Income Tax Rate 
1.0% AFUDC%toWetPmfit 

50.0% Long-Term Debt Ratio 
50.0% Common Equity Ratio 

805 Total Capital ($mill) 
1055 Net Plant ($mill) 
5.0% Return on Total Cap'l 
8.0% Return on Shr. Equity 
8.0% Return on Com Equity 
3.5% Retained to Com Eq 
56% All Div'ds to Net Prof 

ianv offers nonreoulated watE 

17.60 
3.90 
1.75 
1.05 
4.90 

21.30 
23.00 
22.0 
f.40 

2.8% 
405 
- 40.0 
38.0% 

1.5% 
53.5% 
- 46.5% 

1025 
1200 

8.0% 

3.5% 
59% 

related 

- 

__ 
__ 

- 

- 5.5% 

__ 8.0% 

- 

1.43 

.40 I .41 I .43 I .46 .49 .5' 
1.77 ] 1.89 2.63 I 2.06 I 3.41 I 2.3' 
7.88 I 7.90 I 8.17 I 8.40 I 9.11 1 10.1; 12.48 1 12.90 1 13.99 

2.15 
3.0% 1 2.1% I 3.0% I 3.4% 1 3.5% 1 3.0% 

CAPITAL STRUCTURE as of 3/31/15 ~- ~~~ ~~ . 

rota1 Debt $396.5 mill. Due in 5 Yrs $21.2 mill. 
LT Debt $384.2 mill. 

Leases, Uncapitalized: Annual rentals $5.5 mill. 

'ension Assets-l2/14 $91.4 mill. 

?d Stock None. 

:ommon Stock 20,341,489 shs. 
as of 4/22/15 

NARKET CAP: $625 million (Small Cap) 
XJRRENT POSITION 2013 2014 3/31/15 

:ash Assets 2.3 2.4 5.4 
37.4 65.7 57.7 3ther 

k r rent  Assets 39.7 68.1 63.1 

LT Interest $18.1 mill. 
(52% of Cap'l) 

Oblig. $128.7 mill 

($MILL.) 

--- 
aaaes 1 the SS: SJW Cornoration i 

chase storaoe Dunfication. distnbGon, and retail services. Also owns anc merates commercial real estate invest- 
provides w a k  service to approximately 229,000 connections that 
serve a population of approximately one million people in the San 
Jose area and 12,000 connections that serve approximately 36,000 

ments. Has about 395 emblovees. Officers & directors (indudino 
4ccts Payable 12.6 7.0 11.8 
Iebt  Due 23.0 13.8 12.3 

23.6 23.9 24.6 Xher 
hrrent  Liab. 59.2 44.7 48.7 

--- 
Nancy 0. Moss) own 27.9% oioutstanding shares. Chrm.; Charled 
J. Toeniskoetter. Inc.: CA. Address: 110 W. Taylor Street, San 

residents in a service area in the region between San Antonio and Jose, CA 951 I O .  Tel.: (408) 279-7800. Int: www.sjwater.com. 

A new pricing structure will most tively high levels out to late decade. 
surely have an impact on the amount All of the regulated utilities we cover are 
of water consumed by SJWs custom- in the midst of extensive programs in- 
ers. Faced with the ongoing drought, Cali- tended to replace antiquated pipes and re- 
fornia's governor established rules aimed lated structures. The industry had been 
at reducing water usage approximately deferring these expenditures until the past 
25%. The mandatory program, which went few years because companies weren't sure 
into effect on June lst, also contains other that any investments made would be 
restrictions and fines. recouped. Once states, such as California, 
Water utilities operating in the state began working closer with water compa- 
should not be affected, however. The nies, more capital began to be spent on im- 
California Public Utility Commission had proving systems. 
already instituted policies that changed Earnings momentum should stall in 
the methodology of how water companies 2016. This will be partially due to there 
generate profits. Now, SJW can promote not being any unforeseen one-time gains 
conservation and not see its net income in our estimate, as has been the case in 
decline. 2014 and 2015. Another factor adding 
SJWs bottom line should do well this some uncertainty is how much surface 
year. First-quarter results were consider- water will be available. Should supplies 
ably above expectations as the company remain tight, more-expensive options, in- 
benefited from an  unusual one-time gain cluding drilling and buying on the open 
and an  earlier decision to extend rate market, would be required. 
relief into 2015. For the full year, we think Shares of SJW do not have much ap- 
SJWs share net will reach $1.45. If last peal at this juncture. Over the pull to 
year's profits weren't impacted by a one- 2018-2020, the stocks total return poten- 
time gain, the comparison would appear tial is lower than the typical stock in our 
better. universe. 
Capital spending will remain at rela- James A.  Flood July 17, 2015 

2016 1 .09 .4f 9 .38 f.45 
Gal- QUARTERLY DlVlDENDS PAID 6. FU~I 
!ndar Mar.34 Jun.30 Se .30 Dec.31 Year 

7015 Value Line Inc All nghts resclveo Factual malenal is obtained lrom sources bcllevco lo bc reliable and is povidcd wlmou warranties of any kind 
It PUBLISHER IS NOT RESPONSIBLF FOR ANY ERRORS OR OMISSIONS HEREIN This publicallon is sviclry IC# sLbscribcr s own mn mmerc id l  internal LSC No pan 
I may De reprwceo re& slored or lransmmed in any pnnied elruronic or utner form or used lor generating or markeling any pnnled ur elecuuruc puolicaiion seMw OT prodJLt 



YORKWATERNDQ-~~ 
TIMELINESS 3 Raised 3127115 

SAFETY 3 Lwrered7111115 
TECHNICAL 2 Raised 6126115 

High 30 (+40% 12% 

Insider Decisions ,._I, i',,, , i i i i l , l~ Low 20 (-5%] 2% 

A S 0 Y D J F Y A I*' 
""' 

(OBuy 2 1 4 0 0 4 0 2 4  
Options 0 0 0 0 0 0 0 0 0 .-. 
( O L U  

Institutional Decisions - ."...+. ...""a 
0 0 0 0 0 0 0 0 0 * ....". .". 

- -  - -  .59 5 7  .65 .65 .79 
- -  - -  .43 .40 .47 .49 .56 
- -  - -  .34 .35 .37 .39 .42 
- -  - -  .75 .66 1.07 2.50 1.69 
- -  - -  3.79 3.90 4.06 4.65 4.85 
- -  - -  9.46 9.55 9.63 10.33 10.40 
- -  * -  17.8 26.9 24.5 25.7 26.3 
- -  - -  .91 1.47 1.40 1.36 1.40 
- -  - -  4.4% 3.3% 3.2% 3.1% 2.9% 

CAPITAL STRUCTURE as of 3131115 
Total Debt $84.8 mill. Due in 5 Y n  $30.5 mill. 

(45% of Cap'l) 
Pension Assets 12114 $30.6 mill. 

Pfd Stock None 

Common Stock 12,858,271 shs. 
as of 515115 
MARKET CAP: $275 million (Small Cap) 
CURRENT POSITION 2013 2014 3131115 

Oblig. $40.9 mill. 

155.3 

($MILL.) 74% Cash Assets 

Current Assets 

21.t 
15.: t 

ULULLU 
2006 

2.56 
.77 
.58 
.45 

1.85 
5.84 

11.20 
31.2 
1.68 

2.5% 

- 

- 
__ 

28.7 
6.1 

34.4% 
7.2% 

48.3% 
51.7% 
126.5 
174.4 
6.2% 
9.3% 
9.3% 
2.2% 
77% 

SS: Tt 

__ 

~ 

__ 

__ 

- 

- 
18.5 
15.5 

- 
11111)11/ 

==-.= 
- 
- 
..... .... - 

~ 

~ 

2007 
2.79 
.86 
.57 
.48 

1.69 
5.97 

11.27 
30.3 
1.61 

2.8% 

__ 

- 
__ 

31.4 
6.4 

36.5% 
3.6% 

46.5% 
53.5% 
125.7 
191.6 
6.7% 
9.5% 
9.5% 
1.7% 
82% 

__ 

__ 

- 

__ 

- 
fork VI 

j water utility in 
ince 1816. As o 

- 
16 5 
6 2  

2.89 
88 
.57 
.49 

2.17 
6.14 

11.37 
24.6 
1 48 

3.5% 

- 

- 
__ 

32.8 
6.4 

36.1% 
10.1% 
54.5% 
45.5% 
153.4 
211.4 
5.7% 
9.2% 
9.2% 
1.4% 
85% 

__ 

- 

- 

- 

I I 
18.0 18.0 18.1 18.5 22.0 24.3 
9.7 12.8 15.8 16.8 17.6 18.8 

118 I .83 I 74 I 94 I 76 I 1.10 
6.92 7.19 7.45 7.73 7.98 8.15 

12.55 12.69 12.79 12.92 12.98 12.83 
21.9 20.7 23.9 24.4 26.3 23.1 
1.46 1.32 1.50 1.55 1.48 1.22 

3.6% I 3.5% 1 3.1% I 3.1% 1 2.8% 1 2.8% 
37.0 I 39.0 I 40.6 I 41.4 I 42.4 I 45.9 
7.5 1 8.9 1 9.1 1 9.3 1 9.7 I 11.5 

- -  1.2% 1.1% 1.1% 2% 1.8% 
45.7% 48.3% 47.1% 46.0% 45.1% 44.8% 

37.91 38.5% 35.3% 37.6% 37.6% 29.8% 

54.3% I 51.7% 1 52.9% 1 54.0% I 54.9% 1 55.2% 
160.1 I 176.4 1 180.2 I 184.8 I 188.4 I 189.4 
222.0 228.4 233.0 240.3 244.2 253.2 
6.2% 6.5% 6.4% 6.4% 6.5% 7.4% 
8.6% 9.8% 9.5% 9.3% 9.3% 11.0% 
8.6% 9.8% 9.5% 9.3% 9.3% 11.0% 

78% 72% 73% 74% 74% 64% 
1.9% 2.7% 2.5% 2.4% 2.4% 3.9% 

er Company is the oldest investor-owned nues, commeru, 

26.0 
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4.00 Revenues per sh 4.7: 

1.00 Earnings per sh A 

.63 Div'd Decl'd per sh 

1.55 "Cash Flow" persh 1.75 
1.15 
.7g 

1.20 Cap'l Spending persh 1.f5 
8.65 Book Value per sh 9.60 

12.50 Common Shs Outst'g C f2.U 
e+ am Avg Ann'l PIE Ratio 22.5 
ine Relative PE Ratio 1.41 

Ava Ann'l Div'd Yield 3.0% 1- 

50.0 Revenues ($mill) 57.0 
f2.5 Net Profit ($mill) 14.0 

29.% Income Tax Rate 36.5% 
1.5% AFUDC % to Net Profit 1.0% 

47.0% Long-Term Debt Ratio 48.0% 
53.0% Common Equity Ratio 52.0% 

265 Net Plant ($mill) 280 
7.5% Return on Total Cap'l 8.0% 

11.5% Return on Shr. Equity 12.0% 
11.5% Return on Corn Equity f2.0% 
4.5% Retained to Corn Eq 3.5% 
63% All Div'ds to Net Prof 69% 

205 Total Capital ($mill) 220 

;trial (29%); other (8%). It also provides 
le United States It has operated contin- sewer billing services Incorporated PA York had IC6 full-time em- 
Iecernber 31, 2014, the company's aver- ployees at 12/31/14 PresidentlCEO Jeffrev R Hines Of- 

fi&rs/directors own 1.1% of the common stock (4H5 proxy). Ad- 
dress: 130 East Market Street York. Pennsvlvania 17401. Tele- 

4.0% 2.5% 5.0% 
6.5% 4.5% 3.0% 

the higher fees that regulators allowed the 
company to charge its customers, and an 
ongoing program aimed a t  reducing costs 

phone (717) 845-3601. Internet www.yorkwat;r.com. 

share should rise $0.06 a share (6,7%) in 
2015, and $0.05 a share (5.3%) next year. 
The capital budget has expanded. 
Yorks spending to upgrade and modernize 
its infrastructure rose 40% in 2014. Over 
the next three-to five-year period, we 
think similar annual outlays will be re- 
quired for this process. The company will 
not differ too much from other water utili- 
ties, as the industry is in the midst of in- 
creasing funds spent on improving current 
pipelines and equipment. 
Yorks finances appear healthy 
enough to handle this burden. While 
we expect some of the utility's financial 
metrics to decline through the end of the 
decade, they still should remain better 
than the industry norm. For example, 
even if its equity-to-total capital ratio 
declines as it takes on more debt, the ratio 
should remain a solid 52% by late decade. 
York shares are expected to be mar- 
ket performers in the year ahead. And 
while long-term total return prospects 
have improved due to the dip in the stock 
price, we believe there are more-attractive 
candidates available in the group. 
James A. Flood July IZ 2015 

Company's Financial Strength B+ 
Stock's Price Stability 85 
Price Growth Persistence 55 
Earnings Predictabilii 95 
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